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October 18, 1973 


Mr. Russell D, Rowe, MPP 

Chairman 

Select Committee on Economic 
and Cultural Nationalism 

Room 104 

Parliament Building 

Queen's Park 

Toronto, Ontario 


Dear Mr. Rowe: 


This report, Foreign Ownership and the Auto Parts Industry, is submitted 


to you as part of the overall study of Foreign Ownership: Corporate 
Behaviour and Public Attitudes which we are conducting on behalf of the 
Committee. Auto Parts is the fourth of the six industries included in 
the study to be reported on in a separate volume. 


We appreciate the review of earlier drafts by the members and staff of 

the Select Committee, and consider this input as most useful to the 
development of the study. At the same time we wish to acknowledge the 
full cooperation of those firms researched in some depth, as well as the 
assistance from other individuals and firms who participated in the study. 


In accordance with our terms of reference this report provides factual 
and attitude information on the Auto Parts industry and its people, 
relative to the various issues of foreign ownership and control. Policy 
recommendations are not made since the Committee will be drawing its own 
conclusions based on this and other information before it. 


We have attempted to make the report as complete and objective as possible 
within the context of available time and resources, and we trust that it 
will assist the Committee in its deliberations. 


Yours truly 


KATES , PEAT, MARWICK & CO. 
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I - INTRODUCTION 


The Ontario Select Committee on Economic and Cultural 
Nationalism commissioned six industry studies which were designed to 
examine: 

- existing and potential behavioural 

differences, if any, between Canadian- 
controlled and foreign-controlled firms 
in these industries 

- probable management attitudes to govern- 

ment policy initiatives with respect to the 
industry 

- the attitude of employees of foreign- and 

Canadian-controlled firms regarding ques-. 
tions such as job satisfaction, industry 
issues, and nationalistic sentiments. 


This sub-study report describes the approach, findings, 


and conclusions with regard to the Auto Parts industry. 


Section I of this report briefly describes the approach 
adopted in this sub-study. Section II examines the industry and 
discusses the industry's products, markets, and other features. 
Section III describes the perceived and actual behavioural dif- 
ferences between Canadian-controlled and foreign-controlled auto parts 
firms. Section IV discusses executive attitudes to certain possible 
government policies. The conclusions drawn from this study, and a 


discussion of possible policy considerations are contained in Section 


Wes 


SELECTION OF THE 
AUTO PARTS INDUSTRY 
The Auto Parts industry is one of the two manufacturing in- 
dustries chosen for examination by the Select Committee. The choice of 
the Auto Parts industry reflects the significance of the industry in 
relation to a number of important factors: 
- the industry in Canada is largely an 
Ontario industry and a major employer 
in the province 
- the industry is an important part of 
the province's secondary manufacturing 
activity 


- the industry has a favourable balance of. 
trade with the United States 


- the industry is influenced by government 
action, particularly with regard to the 
Canada-United States Auto Pact and is one 


of the few examples of an industry which 
is rationalized on a continental basis 


- the industry is known to be predominantly 
foreign-controlled 


- the industry is largely dependent for its 
market on the foreign-controlled auto- 
mobile manufacturers operating in Canada 
and in the United States. 

As discussed in Section II of this report, the industry is 
not well defined because of a multiplicity of products manufactured 
by firms which are not always identified as Auto Parts manufacturers. 
Thus, the importance of the industry and the significance of foreign 


control is potentially greater than a simple examination of industry 


statistics may suggest. 


FIRMS STUDIED 
AND INTERVIEWED 
In this examination of the Auto Parts industry seven firms 
were studied by direct interview with senior executives, and by the com- 
pletion of a statistical questionnaire. The choice of these seven 
firms was designed to provide: 
- size variations and different degrees 
of autonomy 
- product differences to reveal variations 
in behaviour with regard to research and 
development, selling methods, and levels 


of technology 


- variations in policy regarding the use 
of foreign nationals in senior positions 


- a range of Canadian firms including a 
subsidiary of a group whose primary 
interests are not in the automotive parts 
industry, as well as firms specializing 
in this industry only. 
Comparative details of the seven firms studied are shown in 
Exhibit 14, opposite page 2/7. Three of the seven firms were Canadian- 
controlled. One of these three was a subsidiary of a major Canadian- 
controlled corporation with wide ranging business interests. Three 
others were foreign-controlled, one of which was a small firm, and one 
of which was very large by Canadian standards. The seventh firm although 


technically foreign-controlled, is in practice subject to 50:50 control 


of all major policy decisions. 


In this examination of the industry the seven firms were 


studied by direct interview with senior executives, by statistical survey 


of the firms examined and by literature and other statistical research. 
The chief executive of each firm was interviewed, and other senior exe- 


cutives were also interviewed as necessary, according to the size of 


the firm. The interviews were structured to cover the questions set out 
in Appendix A. Interviews were also held with other people associated 


with the industry, including: 


- an industry association representative 


a trade union representative 
- three other executives in the industry 


- two representatives of the Federal Government 
Department of Industry, Trade and Commerce. 


Within the Federal Department of Industry Trade and Commerce 
there is an automotive trade policy section that carries out studies 
and analyses of the impacts of the auto pact. Work programs cover such 
areas as employment, production, investment, and rationalization in the 
North American automotive industry. Publications by the Department were 
used in this study. In addition, other published information was used, 


in particular: 


- information published by Statistics Canada 


- the sixth annual report of the President of 
the United States to Congress on the oper- 
ation of the Automotive Products Trade Act 
of 1965 published in February, 1973 


- studies of the Auto Pact and its effect, 
particularly: 


eo the United States - Canadian Automobile 
Agreement by Henrik 0. Helmers (1967) 


@ the Canada - U.S. Automotive Agreement: 


An Evaluation by Carl E. Beigie (1970). 
The approach adopted in this study concentrates on the ex- 
perience, opinions, and attitudes of the senior executives of the seven 


firms examined. Broad statistical analysis is used primarily to relate 


the empirical information obtained to the Auto Parts industry as a whole. 
In such a heterogeneous industry as the Auto Parts industry great care 


must be taken in generalizing based on the perceived or actual behaviour 


and attitudes of a small selection of firms. 


EXHIBIT 1 


MANUFACTURERS OF AUTOMOTIVE PARTS AND ACCESSORIES 


NUMBER OF MANUFACTURING ESTABLISHMENTS 
AND EMPLOYEES 


ESTABLISHMENTS EMPLOYEES (000) 
TOTAL | TOTAL 

ONTARIO CANADA ONTARIO CANADA 
1962 105 131 21.4 iD 
1963 110 136 24.6 25.4 
1964 123 154 28.4 29.4 
1965 127 160 30.8 32.0 
1966 140 174 33.4 34.8 
1967 143 178 3305 34.9 
1968 143 179 38.2 3955 
1969 139 178 40.1 41.5 
1970 139 182 3704 38.9 


Source: Statistics Canada 


Note: The figures shown above are not a satisfactory 
indicator of the establishments and employees in 
the Automotive Parts and Accessories industry -- 
see text. 
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II - INDUSTRY BACKGROUND 


A PROFILE OF THE CANADIAN 
AUTO PARTS INDUSTRY 

Auto-Parts Firms 

The Canadian auto parts industry is largely an Ontario 

Industry. In 1970 96.2 per cent of all employees in the industry, as 
reported by Statistics Canada, were working in Ontario. Most of the 
remaining employees were in the Province of Quebec. Exhibit 1 opposite 
shows the number of establishments in Ontario and in Canada for the 
years 1962-1970. In 1970 76.4 per cent of all reporting manufacturing 


establishments were in Ontario. 


The manufacturing establishments reported by Statistics 
Canada are those firms whose business is primarily auto-parts manufacture, 
In addition to these firms, 590 other firms can be identified from Trade 
Directories. As an indicator of the size of the industry this larger 
number is misleading. It includes a number of firms who supply 
specific products for the automobile industry such as the Steel Company 
of Canada, Monsanto Chemical, and Minnesota Mining and Manufacturing, 
but such firms would not normally be considered as automotive parts firms. 
However, included in this larger number of firms but excluded from the 
small number of establishments reported by Statistics Canada, are some 
firms which are wholly dependent on the automobile industry. One 
example is a Canadian owned firm making plastic products with more than 


50 per cent of its output going to the automobile industry, and a 


EXHT BED 2 


AUTOMOTIVE PARTS AND ACCESSORIES 


SHIPMENTS OF GOODS OF OWN MANUFACTURE, 1970 AND 1971 





1970 Lode 
Description Value Value 
$*000 $"000 
Large establishments reporting detail 
Products: 
Drive train components 120,463 149 ,684 
Engines, gasoline 3713667, 546 ,965 
Engine parts 66 ,634 69,062 
Electrical equipment and electrically 
operated apparatus 89 ,608 B21 St 
Stampings, auto 615215 86 ,676 
Steering suspensions and front axles 142,589 175,597 
Wheel and brake parts 154,027 188 , 369 
Other parts 263,846 319 ,664 
Amount received in payment for work done 
on materials and products owned by others 2,425 2,662 
Less adjustment for value of sales taxes, 
excise duties and outward transportation 
charges which could not be deducted from 
individual commodity items described above (55070) (5,102) 
Adjusted value of shipments and work done 1,267,404 1,655,088 
Small establishments not reporting detail 4,749 ase 
Adjusted value of shipment and 
work done - Total 12725154 1,660,665 


a Se 


N.B. Goods of own manufacture are those produced domestically (4,.65.. with 
Canadian value added content). 


Source: Statistics Canada, Cat. 42-210 
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second example is a foreign-controlled firm, the entire output of which 
is for the automobile industry, but which is classified in the electrical 


industry because of the nature of the company's product. 


These examples indicate that the size and nature of the auto 
parts industry is not easily obtained from published statistical infor- 
mation. Furthermore, reference to trade and industrial directories 
gives a different but similarly incorrect picture. Of the seven firms 
examined in the course of this study two firms were not listed under the 
Heading "Auto Parts and Accessories Manufacturers" in Scotts Industrial 
Directory for Ontario, although in both cases more than 90 per cent of 


the output of the firm-was:for the: automobile industry. 


The firms listed by Statistics Canada are primarily auto parts 
manufacturers and manufacture the products listed in Exhibit 2. it 
should be noted that Exhibit 2, which is taken directly from Statistics 
Canada Catalogue 42-210, indicates only major groupings of products, and 
does not detail the many products which one would expect to find in such 


a table e.g. trim items, steering wheels, shock absorbers, etc. 


In spite of the great variation in the firms, manufacturing 
processes and products in the auto parts industry it is possible to 
distinguish four broad product groupings. The first of these may be 
considered predominantly metal based products, requiring a high degree 


of technology in manufacture and with a high unit value. In this group 


are wheels, springs, shock absorbers, axles and frames. Generally 


speaking, in this group will be found the larger: automotive 


10. 


parts firms such as Kelsey-Hayes, General Spring Products Limited, Eaton 
Yale Limited, Hayes-Dana, Gabriel of Canada Limited, Canadian Acme Screw 
and Gear Limited, A.P Products of Canada Limited, and Budd Automotive 


Company of Canada Limited. 


The second group of products may be considered to require less 
technology, are manufactured from metal and non metal products, and 
generally have a lower unit value. In this group are such products as 
metal stampings, plastic parts of various kinds, trim items, gaskets and 
filters, pedals and linkages, hoses, etc. The firms manufacturing 
these products are generally smaller than those in group one and larger 


in number. 


The third group of products covers the wide range Of SOLE. 
products used in the manufacture of the automobile and in its servicing 
during use. Products in this group include paints, antifreeze and 
similar chemicals, solder, metal cleaners, plating chemicals, and polishing 
products, The firms manufacturing these products vary widely in size. 

The fourth group of products which can be identified covers the supply of 
services and equipment to the automobile parts and accessories industry 
and to the automotive manufacturing industry. Services in this group 
include plating, welding, mould manufacture, dies, tools, jigs, and 
fixture manufacture. These products and services are sometimes over- 
looked in a review of the auto parts industry in Ontario. Enetnes 9/2 
directory of Canadian Automotive Parts Manufacturers 104 companies are 


listed under the heading "dies, tools, jigs and fixtures". On average 


EXHIBIT 3 


ESTIMATED* DISTRIBUTION OF CANADIAN 
AUTO PARTS FIRMS BY NUMBER OF EMPLOYEES 


NUMBER OF NUMBER OF 

EMPLOYEES FIRMS | 
Under 51 220 
51- 100 de 
101—- 200 140 
201- 500 128 
501-1000 Sy! 
Over 1001 35 
Other (not rated) #59 
Total ae 


* Based on data given in the directory of 
Canadian Auto Parts Manufacturers. 
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these firms will be very small but employ highly skilled people. 


Based on information contained in the 1972 directory of 
Canadian Automotive Parts Manufacturers, 392 firms, or 58 per cent of 


all firms recorded, have 100 employees or fewer. Exhibit 3, opposite 


shows the extent to which the industry is characterized by small firms. 


The combined geographical distribution of auto parts manufact- 
uring and automobile manufacture is shown in Exhibit 4, opposite. The 
separation of employment by province and state between vehicles and parts 
is not available, and in the case of United States data, in those States 
where employment in the vehicles and parts industry is smaller than the 
data shown in Exhibit 4, data is only available for the transportation 
industry in total (including railways, etc.). Thus Exhibit 4, should 
show some automotive industry employment in States such as Louisianna, 


New Mexico, etc. For Canada the employment in provinces other than Ontario 


is not shown to scale. 


The concentration of employment in the north-central United 
States, and in Ontario, is very pronounced. This distribution has not 


changed to any significant extent in the period 1968-71. The improve- 
ment in economic activity in 1972 may be expected to show an increase 


on all 1971 employment figures, but in all the States shown in Exhibit 


4 except Missouri and Ohio, 1971 employment was less than 1968 levels. 


14. 


Markets 


In contrast to the heterogeneous nature of the firms and 
products of the industry the market for auto parts and accessories has 


two main distinctions: 


- The predominance of a small number of customers 
for original equipment 


- the division between the original equipment 
market (OEM) and the after market (AM). 


In North America the original equipment market is dominated 


by the “bie four’: 


- American Motors 


Chrysler 
- Ford 


General Motors 


These four companies, together with International Harvester, 
Mack Trucks, Volvo Canada, and White Motor Corporation, make up the 


Vehicle Manufacturers Association. 


The market system for automotive parts is shown diagramatically 


in Exhibit 5, opposite. For both the original equipment market and the 


after market, auto parts manufacturers produce parts which are sold either 


directly to the vehicle manufacturer or the parts distributor, or to 
other parts manufacturers for further work or sub-assembly prior to 
sale as a completed part. Of 771 auto parts manufacturers identified, 
427 manufacturers supply both the original equipment and after markets. 
205 companies produce only for the original equipment market, and 139 


companies produce only for the after market. 
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The "Big Four" automobile manufacturers dominate the original 
equipment market. Many automotive parts are researched, designed, and 
developed by the automobile manufacturer. Drawings and complete 
specifications are then prepared and issued to recognized suppliers of 
that type of part. With many parts the automotive manufacturer will 
also specify precisely the materials to be used, and in some cases will 
specify the supplier from whom the material should be purchased. The 
automotive manufacturer will also want to be satisfied regarding the 


auto parts manufacturer's ability to achieve.specified quality limits, 


fulfill total production volumes allocated, and deliver in accordance 
with predetermined schedules. With these arrangements the auto parts 


manufacturer acts as a "jobbing shop", manufacturing to order. 


For many other parts, particularly those involving more 
advanced and complex technology, the auto parts manufacturer is ona 
more nearly equal footing with the automotive manufacturer, often 
achieving, through specialization and the development of ‘a particular 
expertise, a research, development, and manufacturing capability 
against which the automotive manufacturer would not attempt to compete. 
Product research and development activity by the auto parts manufacturer 
can increase the immediate percentage of the automobile manufacturer's 
total business for that part which the parts manufacturer can expect to 
obtain. However, the competitive nature of the industry and the fear 
on the part of the automobile manufacturer of dependance on one supplier 
ensures that, unless further improvements can be engineered for the 
next model year, any significant market share advantage will likely 


be eliminated in second or subsequent years of manufacture of that 


part. (For a detailed discussion of research and development in the 


industry, see pages 47-51.) 


Prior to 1965 the selling activity of Canadian manufacturers 
of auto parts for the original equipment market was directed towards 
the assembly plants of the "Big Four" in Canada. Purchasing decisions 
with respect to Canadian assembly were taken by staff located in 
Canadian plants. Following the Auto Pact three of the four major 
vehicle manufacturers moved their purchasing activities to the United 
States. Ford Motor Company centralized its purchasing activity in 
Dearborn in 1965, and American Motors and Chrysler centralized their 


purchase activity with respect to Canadian and U.S. plants in Michigan 


in 1968. At the present time, only General Motors continues to make 
purchasing decisions with regard to automotive parts for Canadian assembly 


at its main Canadian plant. 


A number of the executives interviewed in the course of this 
study pointed to the speed with which the decision to move was made, 
particularly by Ford Motor Company, and commented favourably on a deci- 
sion of General Motors to continue its purchasing activities in Canada. 
Although the transfer to Dearborn and Detroit can be expected to have 
reduced the influence of Canadian nationals over purchasing decisions, 
at least in the long run, the growth and achievements of the Canadian 


auto-parts industry in the years since the transfers took place suggests 


that there was no significant negative impact on the economic performance 
of Canadian-based firms. It seems likely, however, that these moves on 
the part of three of the "Big Four" may have added to the difficulty 

that many Canadian controlled automotive parts manufacturers experienced 
immediately following the Auto Pact 1965, in achieving satisfactory 


representation at United States locations. 


17. 
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In the original equipment market the selling activity centres 
on direct contact with purchasing and engineering staff of the automobile 


manufacturers. This contact is by a company sales force, and/or through 


qv 5 
manufacturers representatives in Detroit. The objective of the selling 


effort is to achieve a model year contract to supply a particular part 


or parts under satisfactory price, quality, and delivery conditions. 


Many of the parts for the replacement. or. after market are 
manufactured to the same specifications and degree of control by the 
automotive manufacturer as already described for original.equipment , 
This is particularly the case with replacement parts sold through the 
automobile manufacturers dealer networks as "authorized" replacement 
parts. To the auto parts manufacturer , part numbers will distinguish 
between the same product in the two different markets. The parts 
manufacturer will also be required in many instances to package parts 


for the after market - as compared with the bulk deliveries for original 


manufacture at the auto assembly part. Some automobile manufacturers 
have a single purchasing authority, covering both original equipment 
needs and after market purchases, and others have separate purchasing 


divisions for these two markets, 


In the case of accessories and replacement parts distributed 
through wholesalers, distributors, jobbers, specialists, automotive 
repair maintenance shops and retail stores, the auto parts manufacturer 
maintains a sales force to establish normal sales contact and handle 
problems of quality and service. Compared with the firm contracts that 


are established with regard to OEM purchases by the automobile manu- 


facturers, the aftermarket is less certain, and quantities and delivery 
dates more variable. There are more purchases or purchasing points - 
some jobbers are nation wide, but most are provincial in coverage - and 
the various factors have an adverse affect on length of production run, 
and inventory costs. Gross profit margins tend to be higher on automotive 
parts for the after market than on parts for the original equipment 


market in order to cover the market circumstances outlined above. 


Economic Factors 
The degree of price competition in automotive manufacturing 
emphasizes the importance of lowest prices in obtaining auto parts 
business. Price is not the sole criterion, since mass production demands 
quality products manufactured to within precise limits, and for the OEM 


the complexity of production scheduling demands strict delivery schedules. 


2s. 


These three factors - price, quality and delivery - determine the competition 


in the industry. For many products, except those protected by proprietary 


interest and patents, the ability of the automotive manufacturer to 
manufacture automotive parts "in-house" provides some permanent measure of 


control over automotive parts firms. 


The ability of independent parts producers to compete with auto- 
motive manufacturers is due in part to the differential between the prime 
labour rates paid by the automotive manufacturers, and the secondary rates 
commonly paid by auto parts manufacturers. As Exhibit 6, overleaf, shows 


average hourly earnings in motor vehicle manufacture and auto parts 


manufacture vary significantly, with a differential of 61¢ per hour in 1972. 


EXHIBIT 6 


RELATIVE EARNINGS IN CANADIAN AND UNITED STATES 


AUTOMOTIVE INDUSTRIES, 1964-70 


(Average hourly earnings) 


Ue Si. Oise 
VEHICLES VEHICLES 
CANADIAN CANADIAN AND AND 


VEHICLES PARTS EQUIPMENT | EQUIPMENT 
(1) (2) (3) (4) (1) OF (4) | (2) OF (4) 
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Source: Statistics Canada (Catalogue No. 72-003) and 
United States Bureau of the Census, Statistical 
Abstract. 
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Between auto parts manufacturers competing for the same labour 
the emphasis is on cost control, particularly on labour efficiency. This 


in turn requires optimum use of capital intensive production processes, 


and maximum use of long production runs. This does not exclude the 
opportunity to profit from highly flexible production lines which are 
suitable for quick changeover from one product to another. Such 
flexibility can enable a firm to compete effectively on products with 


a more limited volume. 


In the case of many of the products manufactured in the auto 
parts industry it is easy to enter the business from a manufacturing 
or technical point of view. In other product areas entry is technically 
extremely difficult because of the investment required in specialized 
machinery, and because of the technical "know how'', in some cases 


coupled with patent protection. 


In those cases where entry into the business is technically 
easy i.e. the manufacture of plastic or metal stampings and similar 
products, access to the market for original equipment depends on the 
ability to satisfy the conditions laid down by the automotive 
manufacturers. The automotive manufacturers are influenced by the 
known ability of existing suppliers to meet quality and delivery 
standards and as a result companies seeking to achieve the "supplier 


lists" are subject to the closest examination, particularly with 


regard to quality control methods, manufacturing methods, and ability 

to supply in volume according to pre-arranged schedules. Given the 
nature of the automobile industry, its emphasis on volume production and 
cost control, these strictures are understandable. However, for many 
companies trying to establish themselves as suppliers to the industry, 
the control exerted by the automobile manufacturers can determine whether 


or not the company stays in business. 


The powerful position of the Ha Cenenale manufacturers vis-a- 
vis the many smaller automotive parts manufacturers, emphasizes the 
need for competent professional selling effort on the part of Canadian 
companies. The greatest emphasis must rest on the efforts of auto 
parts manufacturers to develop the most efficient manufacturing proces- 
ses and techniques in order to meet the necessary quality standards and 
compete effectively on price. Given the competitive nature of the auto- 
mobile industry and the auto parts industry, entry into the market by 
new companies, and maintenance of a market position by existing com- 
panies, depends upon constant management attention to, and the nEeentes 
investment in improved managing techniques. 
Growth in Trade 
After 1965 
Under the stimulus of the Automotive Pact, trade between the 
United States and Canada grew substantially. Prior to the agreement, 
the tariff served to encourage the proliferation of model manufacture in 
Canada and hence run lengths were short, both for automotive manufacturers 


and automotive parts manufacturers. One major result of the Auto Pact 


a 


was the rationalization of models between automotive plants in the United 
States and in Canada. This enabled parts manufacturers to achieve larger 
production runs because of increased Canadian production of motor vehicles 


(see Exhibit 7) and as a result of new opportunities to supply U.S. plants. 


The major growth in trade between the two signatories of 
the Auto Pact occurred in both motor vehicle production . and auto 
parts production. Partly as a result of automotive assembly rational- 
ization between the U.S and Canada, motor vehicle production in the period 
1965-1972 increased in Canada by 174.1 per cent. In the United States, 
motor vehicle production in 1972 was slightly more than in 1965. This is shown 
in Exhibit 7 overleaf. The resulting increase in two-way trade in both 


motor vehicles and automotive parts is shown in Exhibit 8 overleaf. 


There is some difference between Statistics Canada figures 
and United States figures regarding the actual size of the favourable 
Canadian trade balance on automobiles and parts. Based on Statistics 
Canada figures Exhibit 8 shows the extent to which very large increases 
in both exports and imports of vehicles and parts occurred in the years 
following the Auto Pact. Canadian Exports of vehicles increased in value 
from $66 million to $2,062 million in the period 1965-1971. In the 
same period vehicle imports rose from $125 million to $963 million. 
Canadian exports to the United States of motor vehicle parts and ac- 
cessories rose from $141 million to $1,341 million, and imports from 
$798 million to $2,248 million. This gives a favourable Canadian trade 
balance of $192 million in 1971. U.S. Department of Commerce figures 


indicate a positive trade balance of $197 million in 1971 for Canada. 


EXHIBLT 7 


AUTO ASSEMBLY RATIONALIZATION 


MOTOR VEHICLE PRODUCTION 








ioe eh 


000 UNITS 


PASSENGER CARS TRUCKS AND BUSES TOTAL 


YEAR | U.S. {CANADA Ee ey a a ee CANADA 









1965 9,335 707 1,803 847 
1966 8,605 685 1,792 872 
1967 7,413 708 1,611 920 
1968 8,849 889 1,972 1,150 
1969 8,224 1,036 1,982 1,353 
1970 6,550 941 1,734 1,194 
1971 8,580 1,083 2,084 1,347 
1972@ 8,828 ee. 2,475 1,475 
1972 as % 

of 1965 94.6 163.4 137.3 174.1 






Source: U.S.: Automotive Manufacturers Association 


Canada: Statistics Canada 
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EXHIBIT 8 


INCREASE IN TWO-WAY TRADE 


A. NEW PASSENGER AUTOMOBILES 


Canadian Exports to U.S. Canadian Imports from U.S. 
(000 Units) ($ Millions) (000 Units) ($ Millions) 


31. 66 46. 125 
146. 346 Lide7: 315 
gre. 816 238. 663 
472. 1,257 308. 897 
676. 5716 201. 879 
696. 1,647 252. 660 
794. 2,062 355. 963 


B. ALL MOTOR VEHICLE PARTS 


Canadian Exports to U.S. Canadian Imports from U.S. 
($ Millions) (S$ Millions) 


141 798 
348 1,025 
471 1,204 
741 1,653 
1,071 2,136 
1,024 yee 
1,341 2,248 





SOURCE< ‘Statistics’ Canada 
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Since the Auto Pact in 1965, the greatest degree of change 
has occurred in the export of Canadian made vehicles to the United 
States. Exports increased 3124 per cent. In 1965 trade between the 
two countries in parts and accessories showed an excess of Canadian 
imports over exports in a ratio of 5.6 to l. Between 1965 and 1971 
Canadian parts and accessories exports rose 951 per cent while imports 
rose 282 per cent. The ratio of parts imports to exports in 1971 was 


Ai de tOanl 


Statistics Canada figures do not separate original equipment 
trade from after-market products. United States figures distinguished 
between these markets in the case of Canadian exports. only. Based on 
United States figures, Canadian exports of original equipment parts to 
the United States increased from $116 million in 1965 to $1,540 million 


in°1971. 


In contrast, exports of parts for the after-market increased 
from $52 million in 1965 to only $152 million in 1971. The after-market was 


not covered by the 1965 Auto Pact. 


The growth in automotive vehicle and parts trade between 


Canada and the United States is shown graphically in Exhibit 9 opposite , 
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EXHIBIT 9 


TRADE IN AUTOMOTIVE PRODUCTS, U.S. AND CANADA 
I965°= 1971 
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EFFECT OF THE AUTO PACT ON THE 
AUTO PARTS INDUSTRY IN CANADA 


The agreement between the United States and Canada concerning 
trade in Automotive products between the two countries was signed in 
January 1965. The objectives of the agreement were to create a broader 
market for EaLonee ive products, to achieve the full benefits of large 


scale production and specialization, and to liberalize trade from previous 


tCarilif barriers: 


The Auto Pact had far reaching consequences for the auto parts 
industry in Canada. The advent of the Pact was viewed with alarm by many 
manufacturers, and as an unprecedented opportunity by many others. In 
essence, the Auto Pact provided two factors which, until 1965, had been 
lacking in the auto parts industry in Canada: 

- longer production runs (for Canadian and 

U.S. markets) which placed a premium on 
efficient processes, minimum breakeven 
points, and an increase in capital invest- 
ment in production equipment 

- the exposure of the industry to competition 

from United States auto parts manufacturers. 

The guarantees regarding Canadian content in vehicles of 
Canadian manufacture might have limited the extent of this increase in 

r) 
competition from U.S. manufacturers. However, the eagerness of non- 
Canadian companies (largely from the U.S.) to expand, set up, or acquire 
manufacturing facilities in Canada resulted in a high degree of competi- 


tion for the expanding auto parts market. Among the advantages to 


Canadian-based companies exporting auto parts to the United States were 


the favorable Canadian dollar discount, and the differential between 


United States and Canadian wage rates. Both factors were particularly 


significant in the early years of the agreement but have since diminished. 


As part of the agreement, certain conditions were included 
with regard to Canadian content in Canadian built vehicles, and the con- 
tinued growth of Canadian vehicle manufacture. Under the agreement 
Canadian content in Canadian produced vehicles must not fall below the 
dollar value achieved in the 1964 model year. Canadian vehicle produc- 
tion in terms of net sales value must be the higher af 75 per cent, or 


the 1964 model year percentage, of a manufacturer's sales in Canada. 


Letters of Undertaking were furnished by the big four producers 
to the Canadian Government whereby the producers agreed that by the end 
of the 1968 model year they would increase their value added in Canada 
by an amount equal to 60% of the growth in net sales value of cars and 
50% of the growth in net sales value of commercial vehicles sold in 
Canada, plus a total of °° million divided as follows: 


Increase in Value Added in Canada 
Between the 1964 and 1968 Model Years 


S Million Cdn: S Million U.S. 
G.M. LL 20 111.9 
Ford Taine 68.6 
Chrysle® 33.0 2005 
A. Motors a ay 10.4 
Others 20.6 ATS Fall 
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With these conditions, the agreement was less than a free trade 
agreement, and the guarantees contained in the agreement gave Canadian 
manufacturers a certain level of protection against the risks inherent 
in complete free trade between the two countries. Prior to the agree- 
ment the Canadian tariff on completed vehicles was 17.5 per cent. The 
U.S. Tariff on completed vehicles ranged between 6.5 per cent and 8.5 
per cent, with 8.5 per cent on most automotive parts. The Canadian 
tariff on automotive parts was 17.5 per cent on certain specified parts 
and 25 per cent on others. Prior to 1965 these tariffs had been effec- 
tive in inducing automotive manufacturers to assemble vehicles in Canada, 
and encouraged the development of the domestic parts industry to supply 


Canadian vehicle assembly. 


At the individual company level it is difficult to generalize 
on the effect of the Pact. Many companies were unable to adjust to the 
new conditions. Prior to the agreement , limited competition resulted in 
high gross margins, and many entrepreneurs could not reconcile the decline 
in margins with the heavy capital investment necessary to maintain 
competitive prices. Others saw the opportunity of longer runs and 
greater volumes, and the ability this provided to compete favourably 
within Canada and in the United States, based on good management 
principles, cost control, and labour efficiency. Faced with these 
opportunities the majority of Canadian based manufacturers, both 
foreign-controlled and Canadian-controlled, continued to prosper. Some 


Canadian companies, aware of the increased competition resulting from the 


Pact, sought links (through ownership or otherwise) with U.S. firms in order 


to have access to advanced technology or to the financial resources neces- 


sary for investment in new equipment. 


i ie, 


A typical case is company 'X' which, prior to the Auto Pact, 
was aggressively and successfully competing in the supply of high 
value precision parts. After the Auto Pact the company entered into 
partnership with a United States company, the latter company seeking 
an investment in a Canadian company in order to obtain Canadian "value 
added" in accordance with the Pact's requirements. Under the terms of 
this partnership the Canadian company obtained, primarily, technical 
expertise and skilled personnel. Financial support for expansion purposes 
was also a factor. In return the U.S. company acquired part owner- 


ship of the Canadian company, although this does not extend to full 


control. The source for the initiative for this arrangement is unclear. 
The partnership has been very successful, since the technical assistance 
obtained from the U.S. partner has enabled the company to achieve con- 
siderable growth and a very strong market position. The company expanded 
its Ontario operations and created 200 additional jobs in the late 1960's 


and Canadians fill all the key management positions. 


It is suggested by some executives in the industry that, in the 
immediate years after the 1965 Auto Pact some Canadian-owned firms went 
out of business, or sold to other firms (both foreign and Canadian- 
controlled). However, the significantly adverse level of productivity 
in the Canadian auto parts industry prior to the pact was in many 
individual instances sufficiently corrected in the years immediately 
following the pact to enable Canadian owned and based firms to survive 


independently and compete successfully in many product areas. 
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Productivity 


This improvement in production efficiency was probably con- 
tinuous after 1965, and was given some urgency by the objective of the 
United Automobile Workers' Union of bringing Ontario labour rates up 
to the level of secondary labour rates in the auto parts industry in 
the Northern United States. It is estimated* that, prior to the Auto 
Pact, Canadian auto parts employees were paid about 30 per cent less on 
average than their U.S. counterparts. At the present time many Canadian 
firms, particularly those in Southern Ontario, pay labour rates close or 


equal to those in the industrial United States. 


Statistics of industrial productivity in Canada in the period 
1961-1969 show that the Motor Vehicles and Parts Industry (vehicles and 
parts are not separated) achieved the highest increase in productivity 
of any industry - an increase during the period of 199 per cent. With 
the closing of the productivity gap - and many executives in the Canadian 
auto parts industry claim that both methods and labour efficiency in the 
best Canadian companies are comparable with those of the best United 
States companies - the competitive situation of the industry fee shifted 


to such areas as freight costs, delivery, and quality. 


* See discussion of productivity in "The Canada-U.S. Automotive Agree- 
ment: An Evaluation" by Carl E. Beigie, published by the Canadian- 
American Committee, 1970. 


Some executives pointed to the adverse effect of social 
problems e.g. drug abuse, on productivity in some United States plants, 
and emphasized the importance, economically as well as socially, of 


avoiding the same development in Canada. 


Capital Expenditure 


The Auto Pact created an immediate need for capital expendi- 
ture to finance the expansion of production facilities and to replace 
inefficient equipment. Figures of capital expansion in the industry 
show no consistent pattern, but the surge of investment, particularly 


in machinery and equipment, is clear as shown in Exhibit 10 overleaf. 


The need to finance major additions to plant and equipment 
was a considerable burden to auto parts manufacturers, particularly smal- 
ler firms or those without recourse to large 'parent' corporations. To 
assist firms to adjust to the new market environment created by the 
Auto Pact the Automotive Adjustment Assistance program (AAA) was intro- 
duced by the Federal Government in 1965. Loans at current rates of 
interest are made available to manufacturers in Canada of original equip- 
ment parts providing, inter alia, that financing through normal channels 
is not available. The program does not distinguish between foreign- and 


Canadian-controlled companies. 


Between 1965 and 1973 loans authorized under the program 


totalled $114.1 million spread over 120 separate loan agreements. 
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EXHIBIT 10 





CAPITAL EXPENDITURES BY CANADIAN AUTOMOTIVE INDUSTRIES (1960-1971 
(Millions of Dollars) 
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Changes in Ownership 
Structure 


There is a common belief that the Auto Pact resulted in a 
shift of control of auto parts firms in Canada, by forcing takeovers 
of Canadian owned firms. There is no firm evidence that this happened 
to any marked degree. Some executives interviewed consider that the 
ownership structure - of predominantly foreign-control over auto parts 
firms - was in existence before the Auto Pact in 1965, and has not 


changed significantly since 1965. 


This view is supported by Statistics Canada data on Canada's 
International Investment position in the period 1954-1967 (see Exhibit 12, 
overleaf) and by available information on takeovers in the period 1965 to 
1971 (see Exhibit 11, overleaf). An examination of the Merger Register, 
maintained by the Mergers and Monopolies Branch, Department of Consumer 
and Corporate Affairs shows that mergers in the industrial category 
"Transportation Equipment", which includes aviation, aerospace, railways 
etc. as well as automotive manufacturers and auto parts manufacturers, 
increased in 1966 and 1967, and further increased in 1968 and 1969. 
However, the extent to which this increase in merger and acquisition 
activity represented such activity in the auto parts industry is uncertain. 
An examination of recorded mergers in this period indicates that in the 
auto parts industry up to 13 companies changed ownership in one year 
(1969). In 1965, of the six ownership changes which occurred in the 
transportation and equipment industries, five represent changes relating 


to firms in the auto parts industry, but in three of these cases the 


EXHIBIT 11 





ACQUISITIONS AND MERGERS IN THE TRANSPORTATION 
EQUIPMENT INDUSTRY 1962-1971 





NUMBER OF 

COMPANIES ACQUIRED 

BY A FOREIGN CONTROLLED 
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Industry 

Classifi- Automotive 
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NUMBER OF COMPANIES 
ACQUIRED BY A 
CANADIAN CONTROLLED 
COMPANY 


Transpor- 
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Industry 

Classifi- Automotive 
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Source: Merger Register, Department of Consumer 


and Corporate Affairs 
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merger did not involve transfer of control from a Canadian to a foreign 
company. This pattern is repeated in subsequent years, and in 1969 
when there were 27 acquisitions or mergers within this group of indus- 
tries, only five appeared to involve a switch to foreign control of a 


firm in the auto parts industry. The recorded mergers in the auto 


parts industry show no discernible pattern, except for an above average 
mumber of mergers in leisure products e.g. mobile homes, and in snow- 
mobiles. In the case of leisure products a Canadian-controlled "con- 
glomerate" was particularly active. No major companies (with 500 


employees or more) are recorded as switching from Canadian to foreign 


Control. 


It must be pointed out, however, that while no firm evidence 
is available to support the view that there was a significant increase in 
foreign control in the auto parts industry there is still room for doubt. 
The difficulties of statistical definition in this industry, referred to 
at the beginning of this report, invalidate or limit the available data 
on ownership and control since many firms where control may have changed 


would not be identified as auto parts firms. 


Exhibit 12 , overleaf, shows that, on the basis of total dollar 
investment in the automobile manufacturing firms, and in auto parts firms 
as recorded by Statistics Canada, the percentage of investment which is 
foreign-controlled did not change significantly during the period 1954- 


1967. The proportion of foreign-controlled investment varied between 
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EXHIBIT 12 
AUTOMOTIVE VEHICLES AND PARTS MANUFACTURE 
EE SEN TAC LURE 


INVESTMENT CONTROL, 1954-1967 


Estimated Foreign- 
Total Controlled 
Investment Investment 
_($ Millions) ($ Millions) 





SOURCE: Statistics Canada #67-202, Canada's International 
Investment Position 
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94.6 per cent and 97.0 per cent. Based on this, and other available data, 
and the views of executives in the industry, it seems correct to conclude 
that the very high percentage of foreign ownership in the auto parts in- 
dustry before the Auto Pact probably did not significantly increase as 


a direct result of the Pact, nor did it decrease. 
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III - BEHAVIOURAL DIFFERENCES 
BETWEEN FOREIGN-CONTROLLED AND 
CANADIAN-CONTROLLED FIRMS 


THE FIRMS 
EXAMINED 

Discussions with the executives of the seven firms examined 
were conducted on the basis of confidentiality of information and 


opinions provided. The information shown on Exhibit 13 is deliberately 


set out in broad terms in order to prevent identification of the companies 


concerned. A brief synopsis of each of the seven firms is given in the 
following paragraphs in order to illustrate some of the particular 
circumstances of each firm, and to indicate aspects of behaviour among 


firms in this industry. 


All of the firms have experienced continued growth since 
the Auto Pact in 1965. Except for firms C2 and C3 (both Canadian- 
controlled) all firms have expanded their present facilities and the 
number of jobs during the last five years. Two of the three Canadian 
firms have experienced greater difficulty during the 1970 slow down of 
the automotive industry, and have been unable to rely exclusively on 
retained earnings for capital expenditure purposes. In contrast, all of 
the foreign-controlled companies have been able to support their capital 
expenditure plans 100 per cent from retained earnings. The resulting 
reliance by Canadian companies on Canadian banks for their capital 


investment needs is discussed later in this report. 
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Firm Al is foreign-controlled, and part of a large international 
company with total sales in excess of $500 million. This firm is typical 
of the large auto parts firms in Canada manufacturing parts of high value 
and high technology. The company's product range is limited but it 
enjoys a strong market position and supplies very high percentages of 
automobile manufacturers’ requirements for these parts. The company has 
grown by plant additions in Ontario, and has plans to diversify through 


acquisition if necessary, but not necessarily in the auto parts industry. 


Firm Al may be regarded as a branch plant operation, with re- 
search and development being a corporate activity in the United States. 
The Canadian company pays an assessment for research and development 
regardless of its use of research and development services. However, 
certain process developments, using computers, were developed by the 
Canadian firm. The degree of autonomy enjoyed by Canadian management 
is very high compared to other foreign-controlled firms, and compared 
to some Canadian-controlled firms. The Canadian firm is self-financing 
either from the capital market in Canada or from retained earnings. The 
Board of the company is composed equally of Canadian and United States 
nationals. The 1965 Auto Pact was the initial stimulus which led to 
the development of the company's operations in Ontario, and the company 
grew without acquisition. There was an initial need for skilled management 
and technologists because of the highly technical nature of the manufactur- 
ing operation, and United States nationals make up one half of the eight 
senior positions in the Canadian firm. The company is community minded, 


but its support of community activities is largely a personal interpreta- 
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tion by the president, of the company's appropriate role. The company buys 
Canadian equipment where possible, and during certain expansion phases incur- 
red additional cost, and some delays, in order to support the efforts 

of Canadian manufacturers to supply equipment that was not previously 
available in Canada. The company has a "business-like" approach to 

lay-offs, and regards them as a fact of life in the auto parts industry 


because of the dependence of the industry on automobile sales. 


Firm A2 is a subsidiary of a large United States corporation. 
The Canadian activity is small, primarily a manufacturing and warehousing 
operation, with sales handled by corporate personnel who do not report 
to the senior executive of the Ontario plant. The senior executive in 
Canada is a Canadian, and is the first Canadian to hold this position. 
The company has a limited range of products in the high value, low weight 
area, and enjoys patent protection in one of its two main lines. The 
company has been built on a United States invention and this patent 


protection gives it a very strong market position in North America and 


internationally. The Canadian plant is treated by the parent in the 
Same way as other plants in North America, and corporate services 
including research and development are centralized in the United States. 
The "branch-plant" nature of this operation is illustrated by the 
degree of control exerted over sales, labour negotiations, and 

through financial controls. The ability of the company to seek export 
business is determined by the corporate office, but local personnel 

are satisfied that their opportunities to supply export markets are 


similar to those of other plants in the United States. The percentage 
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of export business, however, is three per cent of total sales (1972). 

In 1972 only ten per cent of the company's capital expenditure was 

spent on Canadian equipment, but this reflects in large part the 
specialized nature of the production equipment for the company's products, 
which is not available in Canada. This company is an extreme case of very 
minimum autonomy vested in local Canadian management, but it should be 
noted that in eight years the company has laid off no employees, in spite 


of recessions of varying degrees and a long strike at the major auto- 


motive manufacturers. 


Firm A3 is foreign-controlled and part of a medium sized United 
States company. Sales of the Canadian subsidiary $n3 between $10 and $15 
million and total sales in North America are in excess of $50 
million per annum. Firm A3 is large by Canadian standards with between 
500 and 1,000 employees. The company was Canadian-controlled until the mid 
1950's when it was purchased by a United States company which subsequently 


sold the firm to the present United States interest. The company manufac- 


tures a range of products used for sealing and trim purposes, and general- 
ly speaking the products are of low unit value. Although the manufacturing 
process is quite technical, the Canadian firm faces strong competition in 
its market from some major international, United States based corporations. 
The firm concentrates its sales with two of the four major automotive 
manufacturers, mainly because of previous difficulty in supplying the 

other two of the "Big Four". These difficulties centered on the amount 

of non-chargeable work expected of the firm by these automotive manu- 


facturers, and the encouragement given the firm by one of the "Big Four" 
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to expand its facilities on the basis of existing contracts with the 
company, which were then divided among a larger number of auto parts 


suppliers. 


The general policy of the U.S. parent company appears £6 be 
to allow the Canadian firm considerable autonomy, and management of 
Firm A3 enjoy above average-freedom of decision and action for a firm 
of its size. The firm employs no United States nationals, and has 
resisted efforts of the parent firm to carry out sales representation 
on its behalf in Detroit. Firm A3 has developed much of its own pro- 
duction technology and know-how, and as shown in Exhibit LOGE LULSeset rms 
expenditure on research and development in 1972 was 7.4 per cent of sales 
revenue in that year. In its research and development activities the 
firm has used the Federal Government's P.A.I.T. program and has also 
co-operated in, and made use of, corporate research and development facili- 
ties in the United States. Sales of Firm A3 have grown by 25 per cent 
in five years, and the firm has expanded its manuraceer tne capacity dur- 
ing that period. Capital expenditure requirements have been met by re- 
tained earnings and no money has been borrowed from the United States 
parent. Most of the profits of the firm are re-invested in new pro- 
duction facilities, but some funds are repatriated through inter-company 
royalty arrangements for research and development. Firm A3 pays salaries 
and wages and fringe benefits which are above average for the industry, 
and for the region in which it is located, but the firm is aggressive 
towards labour management and productivity, and takes a "hard line" 


on lay-offs. When General Motors was struck and shut down, Firm A3 shut 


is fa 


down four hours later. A majority of the Board of Directors of Firm A3 


are Canadian citizens. 


Firm B is controlled by Canadian and foreign interests through 
agreements which give neither group full control. The firm has been 
very successful in a limited range of products of high value and requir- 
ing high technology. The firm is an example of a successful response to 
the Auto Pact using United States technology (and initial skilled man- 
power) to develop a significant market position in a specialized product 
area. The company has achieved a sales growth of 60 per cent in the last 
five years, in spite of inter-company agreements which limit the Canadian 
company's access to the after market in the United States. During the 
last five years this firm's after market sales in Canada have approxi- 
mately doubled. The company has expanded its production facilities and 
employment, but the growth in employment, although reaching as high as 
40 per cent at certain times during the last five years, has averaged 
less than 20 per cent over the whole of this period. This reflects 
the emphasis placed on productivity improvements through the investment 
in automatic equipment and improved manufacturing processes. The com- 
pany does not go out of its way to buy Canadian equipment, and the 
percentage of capital expenditure on Canadian equipment has fluctuated 
between 40 and 50 per cent in the last five years. Firm B has been more 
successful in Canada than in the United States, but its dependence on a 
limited number of customers makes it subject to fluctuations in total 
sales volume as contracts are re-negotiated. The company is not active 


in export markets outside of North America. 
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Firm Cl is part of a group of manufacturing companies created 
over a number of years through merger and acquisition. The firm has 
diverse manufacturing activities in a number of divisions, and more 
than one division manufactures auto parts. This firm supplies the 
original equipment market (70 per cent) and the after market (30 per 
cent) with a range of products of low value and relatively low technology. 
The firm has grown in line with the rest of the industry, but experienced 
considerable difficulties during the 1970 recession, primarily because 
of previous over-expansion and resulting cash flow problems. The company 
is typical of the old established Canadian companies which were forced 
to change their approach to the auto parts business after the Auto Pact 
in 1965. Inherent in the change was the investment of additional capital 
in new and improved facilities, and Firm Cl made very effective use of 

the loans available from the Automotive Adjustment Assistance Program. The 
company competes with subsidiaries of United States companies in Canada and 
with United States firms in its sales to the United States automotive 
piants. Firm Cl employs a Detroit Sales Office, and considers this 
essential though expensive. The firm considers that there has been a 
change in the United States attitude to the purchase of parts from Cana- 
dian companies during 1972, and largely as a result of this, acquired a 
United States subsidiary which manufactures a similar range of products 

to those manufactured in Canada. The company has not been interested in 


export markets outside North America. There is evidence that 


this company is more reluctant to lay-off long service employees than 


some other comparable companies interviewed. 
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Firm C2 is a relatively small but fast growing and aggresively 
managed Canadian company. Employment has grown from approximately 200 persons 
in 1968 to more than 500 employees in 1972. In the same period this firm's 
dependence on auto parts business has increased from 70 to 90 per cent. The 
company is active in seeking export business outside of North America 
particularly in Europe, but has not achieved any success to date. The 
company sales are 100 per cent for the original equipment market, and a 
high percentage (83 per cent) is sold to U.S. customers. This percentage 
is higher than any other company examined. In part it reflects the 
company's decision to acquire a subsidiary company manufacturing auto 
parts in the United States, and the company has a very clear orientation 
towards selling activity in Detroit. The company's success in Detroit owes 
something to the previous experience of the president of the company in 


the auto industry in that city. This factor corresponds with comments 


made by executives in other companies on the difficulties of establish- 
ing satisfactory sales representation in Detroit, particularly after the 
move to the-United States of the purchasing department of three of the 
"Big Four". Company C2 is diversifying into a wider range of auto parts, 
and sees its future market in the United States. A concern for increased 
nationalism on the part of United States firms is part of the rationale 
of purchasing the U.S. REI R The U.S. subsidiary is managed by 

a Canadian. The company has recently begun some serious research and 
development activity, has made use of the Federal Government's P.A.I.T. 


program, and is pleased with the assistance given under this program. 
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Firm C3 is a Canadian-controlled company and is a division 
of a large manufacturing group which in turn is part of a very large 
Canadian-controlled diversified group with sales exceeding $1 billion. 
The president of Firm C3 has less financial authority and less general 
autonomy than the president of the "branch-plant" Firm Al discussed 
above. Company C3 is in the highly competitive "soft' product area of 
the auto parts industry, e.g. trim and similar plastic items. The 
company manufactures 100 different parts for the original equipment 
market only. In the market for such parts the business is primarily a 
''jobbing" business where the automotive manufacturers design the parts 
and specify materials, in some cases specifying suppliers of material. 
The company considers it unnecessary and unprofitable to engage in re- 
search and development relating to the product or to materials, although 
there is constant attention to manufacturing methods since competitive 
pressures lean on production costs, and profit margins are small. Firm 
C3 has experienced problems with the supply of materials from Canadian 
manufacturers because of competing demands for these materials from the 
construction industry. In some specific fnetences difficulty in obtain- 


ing materials because of limited supply in a buoyant market has jeopar- 


dized the company's chances of maintaining some contracts with automotive 


manufacturers. However, the company is the second major supplier for a 


number of parts to one of the "Big Four". 


Firm C3 found it difficult to achieve satisfactory representa- 
tion in Detroit and uses a U.S. national as a Sales Manager. One imme- 
diate effect of the Auto Pact on this firm relates to its lack of experien- 
ced sales staff. Fifty-eight per cent of the company's sales are to 
Canadian plants, but the company regards the market as North American. 

The company sees little opportunity for exports of low value plastic 

and trim items of the type it supplies. The company is small compared to 
some of its stronger competitors and feels that it carries a cost penalty 
because of its inability to achieve larger volumes. The company feels 
that its larger competitors have greater technical expertise, and that 


this factor is important to the automobile manufacturers. 


Through examination of the seven firms contacted in this study, 
and through other research, areas of possible behavioural differences 
between foreign-controlled and Canadian-controlled firms in the auto 


parts industry were examined. 


LOCAL AUTONOMY AND 
DECISION-MAKING 

In the context of foreign ownership, autonomy can be defined 
as the freedom to commit resources and enter into agreements without 
approval from a policy or decision-making body outside Canada. Obviously 
this definition does not apply to Canadian-controlled subsidiaries, since 
the same degree of local (i.e. subsidiary) autonomy may exist for a 


Canadian-controlled firm, but be subject to decisions equally remote from 


the auto parts industry, although made in Canada. 
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Based on interviews with industry executives the amount of 
autonomy depends on: 

- company size, company commercial success, 

and the evolution of corporate policies 
(e.g. the degree of centralization, versus 
a policy of autonomous subsidiaries) 

- the managerial strength and personality of 

local subsidiary management. 

One measure of the extent of autonomy is the expenditure level 
at which higher approval is necessary. One firm which was foreign- 
controlled had a very low local financial approval level of less than 
$500. Another firm, also foreign-controlled, had a much higher 
approval level, but in operational practice the effective autonomy was 
much higher for both firms, since the Presidents of the subsidiaries 


enjoyed the confidence of corporate executives and in practice were able 


to commit the firm beyond apparent levels. 


There is no firm or direct evidence that lower autonomy on 

the part of foreign-controlled firms will result in decisions being taken 
which are in favour of foreign rather than Canadian interests. In this 
context "Canadian interests" means the pursuit of business developments 

and opportunities which will maximize economic benefits for Canada and 
Canadians e.g. the maximization of production from Canadian facilities, 

the creation of new jobs, and the pursuit of export markets. The firm 
examined which had minimum autonomy (measured in terms of local expenditure 
levels and authority over sales activity and in labour negotiations) had 


not experienced any lay-offs in more than eight years. This was in 


contrast to the "most autonomous" foreign-controlled firm. The 

"minimum autonomy" firm does not control its own sales activity and sales 
policy decisions are made at corporate level in the United States. Sales 
growth and volume of the Canadian operation compares satisfactorily with 
that of other United States based plants. 66 per cent of the firm's 
OEM sales are in Canada and 34 per cent in the United States. The firm 
does not sell into the United States after-market, but this market is 
not covered by the Auto Pact.:and thus there is an effective tariff to 
deter AM sales. This firm does export outside North America from the 
Ontario plant (e.g. to South America) and local management feel that 
export opportunities are allocated to Canada on a "most economic source 
of supply" basis. Three per cent of the firm's 1972 sales went to the 
export market (outside North America), and although this seems very 


small it is the highest percentage of the seven firms examined. 


It is clear, however, that major investment decisions, and 
decisions regarding union contracts, expansion etc. may be taken out- 
side Canada in the case of those firms that are foreign-controlled. 

On any individual decision there is likely to be no difference in the 
result compared with the decision of a Canadian-controlled firm except 


where: 


- the parent corporation has wide ranging interests 
and alternative investment possibilities may com- 
pete with investment opportunities in Canada 


- parent corporations operating in other foreign 
countries may be subject to local inducements 
to encourage investment in those countries 


- firms with operations in the U.S., whether 

Canadian-controlled or not, may be subject 

to parent corporation decisions which are 

influenced by political considerations or 

domestic inducements e.g. the DISC program 

in the United States. 

All three points above could apply to auto parts firms control- 

led by Canadian corporations. Specific examples of decisions taken as 
a result of such influences are hard to find. Many executives of sub- 
Sidiary firms will not be involved in corporate capital expenditure 
decisions, and will frequently be unaware of the basis for the rejection 
of expenditure requests. However, the experience of the senior executives 
in the foreign-controlled firms was very similar, in that they were 
satisfied of their ability to obtain Corporate financial and other support 
for their plans and proposals either for investment in new equipment, or 
in expansion of operations in Canada. The President of Firm 'Al' has 
authority to approve up to $20,000 on single items of capital expenditure. 
From this limit to $100,000 the approval of two non-Canadian directors 
is necessary, and proposals in excess of $100,000 require approval of 
the Canadian board, which has 50 per cent Canadian representation. 
Executives in the foreign-controlled firms could not give examples of 
significant proposals which had been turned down at corporate level 
other than on grounds of inadequate financial return, and they were 
unaware of proposals which had failed because of more attractive investment 
Opportunities in the United States or in other countries, although such 


considerations would not always be known to Canadian management. Executives 


felt that as long as the Canadian subsidiary's performance was good, 


then their real autonomy would be great, and their plans and proposals 
would be approved. It seems most likely, based on the amount of control 
which could be exerted by the foreign parent corporation in its Canadian 
subsidiaries, that poor financial performance would bring much closer 
scrutiny of expansion and investment proposals and the individual 
performance of senior executives. Under such circumstances foreign 
corporations may limit or reduce their investment in a Canadian subsidiary 
in favour of investments in the home country or in other foreign countries. 
This would be against Canadian interests. However, it seems equally 
likely that, with an existing operation and substantial investment in a 
Canadian subsidiary, the foreign corporation would inject the necessary 
corporate-based expertise to remedy the declining situation. This could 


involve the transfer into Canada of foreign nationals. 


ACCESS TO MARKETS 


In the early years of the Auto Pact Canadian firms were at a 
disadvantage in selling products to automotive plants in the United 
States. In many instances Canadian firms were not experienced in making 
representations to U.S. plants and lacked the appropriate contacts with 
the "Big Four" manufacturers in Detroit. The Canadian-controlled com- 
panies interviewed were generally emphatic that it was difficult for 
Canadian-controlled firms to open doors in Detroit in spite of a notice- 
ably "pro-Canada" policy on the part of many U.S. executives.in the 


early years of the Pact. 
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In order to overcome this disadvantage most Canadian auto 
parts manufacturers have set up sales offices in Detroit and other cities, 
and - as is common in the industry - have. frequently employed American 
nationals in those offices in senior sales positions. Canadian firms 


have followed this practice in order to obtain sales executives with 


experience of Detroit commercial circles and contacts with the automobile 
manufacturers. It was implied by some executives that the employment 

of United States citizens would avoid any possible adverse nationalistic 
attitudes on the part of the automobile companies, but this reflected 
their apprehensions rather than measurable effects. Canadian-controlled 


companies have also tended to use the services of sales agents in the 


Detroit area. 


By comparison, some Canadian subsidiaries of U.S. corporations 
have been able to use the facilities of their parent corporations with 
the resulting direct saving in sales expenditure, and with improved 
effectiveness. However, it should be noted that in the case of one 
foreign-controlled Canadian firm interviewed (firm A3) the firm had 
subsequently acted independently of the parent corporation, and even 


taken business away from it. This particular firm enjoyed a high degree 


of local management autonomy. 


There is evidence of changing behaviour on the part of 
Canadian-controlled firms in order to overcome the difficulties of selling 
into the United States. Executives in almost all of the firms inter- 


viewed pointed to the significant increases in "buy-American" attitudes 
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which developed particularly in the early part of 1972. There is a 
general belief that these attitudes were prompted by political and 
economic motives, and that Canadian firms will find it harder to sell 

in the U.S. market. It is significant that two of the three Canadian 
firms examined have established subsidiary companies in the United States 


in recent years and regard the availability of this alternative (U.S.) 


source of manufacture as giving them additional leverage in selling to U.S. 
automotive assembly plants. One firm with such a subsidiary has had to 
operate the U.S. plant at premium cost over-time rates in order to supply 
a motor vehicle manufacturer who has rejected requests to accept identical 
parts at identical prices from the company's Canadian plant. Canadian- 
controlled firms may increasingly find it beneficial to establish United 
States based plants, if "buy American" sentiments among automobile manu- 


factures continue. 


In each of the firms visited one or more of the senior execu- 
tives referred to this change in United States attitudes to the import of 
Canadian products, and all gave 1972 as the year in which this attitude 
developed. In none of the firms was it possible to quantify the results 
of this attitude change - in terms of contracts lost - but executives had © 
no doubt that this was a very real change of attitude. Some executives 
linked the change to the 1972 Presidential campaign and to political 


pressures to generate increased employment in Michigan. 


If such a change of attitude has occurred it is too early to 


measure effects even if these effects are measurable. In the same way 
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it is difficult to measure the effect of the pro-Canada sentiments in the 
United States, which accompanied the 1965 Auto Pact. The obvious 
success of Canadian auto parts firms in selling into the United States 
market for original equipment based upon competitiveness in terms of 
price, quality, and delivery suggests that sentiment and attitude 

changes in response to short-term political or balance-of-trade con- 
cerns may occur from time-to-time without serious effect. However, many 
foreign-controlled auto parts firms are clearly susceptible to corporate 
sourcing decisions which take account of national (i.e. United States) 
needs first, consistent with acceptable profits from foreign (i.e. 


Canadian) subsidiaries. 


EMPLOYMENT OF 


FOREIGN NATIONALS 


Except for some senior sales positions located in the United 
States, Canadian—controlled companies do not poner employ U.S. nationals 
in senior executive positions. Of the foreign-controlled companies examined, 
one top executive was a U.S. citizen, and in one of the other two companies 
the top executive was the first Canadian to occupy that position. In 
the first company, three other senior executives were also U.S. citiz- 
ens, but in the other two foreign-controlled companies there were no 


U.S. nationals in any positions. 


Opinions are divided on whether the appointment of foreign 
nationals to senior executive positions is increasing or decreasing. 
Supporting the view that a foreign-controlled firm will move towards 


the employment of more foreign nationals are such factors as: 


- the advantage for parent corporations of 
providing training for their nationals 
through appointments in Canadian sub- 
sidiary companies 


- the advantage to a foreign parent corporation 
of having senior positions filled by nationals 
trained and experienced in the procedures and 
corporate attitudes of the parent, and thus 
able to manage the subsidiary in accordance 
with these factors. Familiarity with cor- 
porate standard information needs and systems 
is important in this respect, and may provide 
a ''guarantee" of easier control than might be 
the case with a Canadian national. 


The view that the employment of foreign nationals will decrease 
is supported by factors such as: 
- the supply of competent Canadian management 
talent is probably adequate to requirements 


in the industry, in contrast to the situation 
that existed in the early and mid 1960's 


- the high levels of personal taxation in Canada 
in comparison with, say, United States, often 
place foreign nationals at a considerable 
income disadvantage, or, alternatively, require 
the parent corporation to incur a compensatingly 
high cost. 
The high incidence of taxation in Canada (compared to the 
United States) may be of particular concern to some U.S. executives. 
There is uncertainty regarding the capital gains tax liability of foreign 
nationals resident in Canada who have investments outside of Canada. 
In practice this problem of unexpected tax liability could have wide- 
spread application to a degree where a definite financial disincentive 


existed. In conjunction with higher levels of personal income tax, 


property, taxes, and some basic cost of living items ( e.g. housing ) 


58, 
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a definite deterrent to United States nationals may exist. The general 
view in the industry, however, is that Canada can produce adequate supp- 
lies of managerial and supervisory talent. All of the foreign-controlled 
companies examined had a "hire Canadian" policy, but in practice implemen- 
tation of such a policy is a matter of the particular requirements of a 
position at any given time. On balance, and based on the opinions of 
those interviewed, it seems likely that the trend in the employment of 


foreign nationals will probably decline. 


There are cases of Canadian nationals who, working for foreign 
controlled firms, have been transferred to senior positions in the cor- 
poration outside of Canada. Of the three foreign-controlled firms ex- 
amined two examples were given of such transfers. In one case the ex- 
ecutive had returned to Canada as a result of a subsequent transfer. 

One case is recorded in the industry of the president of a Canadian 
subsidiary being appointed president of the parent corporation in the 


United States. 


One senior executive in a Canadian-controlled firm expressed, 
strongly, the view that for an ambitious man the opportunities in 
Canada are quickly exhausted and a move to the United States is neces- 
sary. In general, executives regard the industry as North American 
rather than Canadian and the movement of key people between the two 
countries is regarded as normal and desirable by people in the industry. 
During this study no evidence was found of promotion opportunities for 
well qualified Canadians being cut-off by rigid corporate policies 
regarding senior positions for which only United States nationals would 
be considered. Strict immigration regulations could hinder this move- 
ment between the two countries, but were not identifiable as a problem 


at present. 


RESEARCH AND 
DEVELOPMENT 


Many firms in the auto parts industry do little if any research 
and development. For many product lines research and development is very 


expensive, and carries a high risk. The following factors are relevant: 


- the "Big Four" do much of their own research 
and development (virtually all of it in the 
United States), and use part suppliers as 
jobbing shops, - manufacturing parts to 
specifications engineered entirely by the 
automotive companies 


- in many instances research and dévelopment 
of manufacturing processes is left to the 
manufacturers of machine tools, presses,. 
production equipment etc. whose resources 
are adequate and whose expertise is appro- 
priate for the development of highly technical 
manufacturing processes 


- research and development in certain areas 
where the parts supplier has a particular 
technology or expertise can be important in 
securing premium prices and an above-average 
proportion of the automotive manufacturers' 
total purchase requirements. In these product 
areas, development of products is carried out 
in very close co-operation with engineering 
and design staff of the automotive manufacturers , 
and the auto parts supplier acts as a specialist 
research arm of the automobile manufacturer 


- some auto parts manufacturers do "pure' research 
and development work, on the development of new 
products and/or on the development of improved 
production methods. 
Except where a newly developed product is patentable, a 
company developing a new product may be able to obtain a price or 


market share advantage from the automotive manufacturer during the 


first year, before competitors are able to tool=up to manufacture 
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the same product. However, in subsequent years it is in the interests 
of the automobile manufacturers to reduce their dependence for the pro- 
duct on the firm responsible for its development, and so they will seek 
to obtain other sources of supply and reduce the market share of the 


developing firm. 


The foreign-controlled firms interviewed were able to take ad- 
vantage of corporate research and development facilities both in terms of 
new products and in terms of improvements to manufacturing processes. The 
use of an extensive corporate research capability based in the U.S. is 
common among the foreign-controlled firms examined. Since these firms 
do little if any research in Canada (see Exhibit 13, opposite page 42) 
the Canadian industry is largely denied the opportunity to develop 


its own research capability. 


Firm Al has access to very extensive corporate research and 
development programs in the United States, and is assessed a financial 
contribution towards this facility regardless of use. The products of 
firm Al are subject to modification and some re-design when model changes 
occur but the development of entirely new products is uncommon. The 
corporate research effort puts considerable emphasis on manufacturing 
process improvements, developing and testing new techniques which can 
improve quality and/or productivity. Executives in this firm were also 
able to cite examples of local ideas which had been developed in associ- 
ation with corporate research staff. In general however, the firm 
considered it uneconomic to compete with, or attempt to duplicate the 
skills available at corporate level, since recourse to corporate facilities 


carries no significant incremental cost. 
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Firm A3 conducts its own research and development program and 
employs skilled personnel whose responsibilities are geared to the de- 
velopment of new products. This firm has access to corporate research 
facilities but the greater diversity of product within the subsidiaries 
of this corporation reduces the immediate value to Firm A3 of corporate 
research programs. However, the Canadian firm is able to refer to cor- 
porate staff for advice on specific problems, particularly relating to 
raw material processing, and the development of new adhesives, which is 
a key factor in many of this firm's products. This firm frequently en- 


gaged in its own research programs with PAIT assistance. 


Firm A2 conducts no research of its own in Canada and is entirely 
dependent on its corporate group for new product development and process 


development. 


It is difficult to quantify the value of corporate research 
and development to foreign-controlled firms, and hence equally difficult 
to measure the disadvantage suffered by Canadian-controlled competitors 
without similar support. There are probably no Canadian-controlled firms 
in the auto parts industry who can match the size and scope of the research 
and development resources available to subsidiaries of the larger United 
States corporations in auto parts manufacture, e.g. Rockwell International, 
Even the larger foreign subsidiaries (say with annual sales of up to 
$50 million) could probably not economically support a research and de- 
velopment activity of their own with an effect comparable to that now 


available at corporate level, for the charges the subsidiary now incurs. 


It seems probable therefore that the smaller Canadian-controlled 
firms are at a significant disadvantage with respect to research support, 
and this may have channelled many Canadian companies into those product 
areas where product research on their part is not necessary, e.g. the 
highly competitive '"jobbing' work over which the automobile manufacturer 
has complete control of design, material specification and process se- 
lection. This does not mean that Canadian controlled-firms are unable 
to conduct effective research and development programs but it emphasizes 
the importance to Canadian firms of adequate government programs to 
support their efforts. In some industries joint research is undertaken 
with costs shared among the firms participating. It is unlikely that 
such an arrangement would be effective in an industry composed of a 
large number of firms and heterogeneous products as exist in the auto 


parts industry. 


All of the firms examined were positive with regard to the 
existing government programs (P.A.I.T. and E, Ro Dul. A.) desiened to help 
finance research and development activities of Canadian companies. 
However, the extent of aid under these two programs is not comparable to 
the cerporate research programs to which foreign-controlled companies 
will frequently have access. The IRDIA program provides tax-free cash 
grants on 25 per cent of all qualifying expenditures during a preceding 
fiscal year; the PAIT program provides grants of 50 per cent of elig- 


ible current costs. 


Of the three Canadian-controlled firms two did not make any 


significant use of the PAIT and IRDIA programs. Of the remaining four 


firms, two had made use of the programs. One of these firms complained 
about the effort required to provide the accounting detail necessary for 


a PALT@srant. 


There is insufficient statistical data available to indicate 
the distribution of research and development activity in the auto parts 
industry between Canada and the United States. Based on the firms 
examined in this study it seems likely that there is proportionately 
less research and development in Canada than in the United States, in 
relation to production. Corporate research facilities located in the 
United States-controlled companies. However, the technical and economic 
benefits which arise from these arrangements do not preclude the main- 
tenance of an effective research and development activity by foreign- 
controlled firms in Canada, and a number of foreign-controlled firms 
maintain an active research program. It seems likely that the proportion- 
ately greater development of new products in the United States in this 
industry contributes to the fact that Canada is a net importer of fab- 
ricated raw materials (e.g. asbestos brake linings) in spite of our 
large production of the basic raw materials; the Canadian jobs and in- 
come foregone in this way would appear to be an indirect but significant 
disadvantage resulting from foreign ownership of the "Big Four" auto 
manufacturers since their "demand pull" for research and product develop- 


ment is felt more in the United States than in Canada. 


SOURCES OF FINANCE 


In order to remain competitive in the auto parts industry it 
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is important to invest in new equipment. Financing of capital expen- 
diture, by both foreign-controlled and Canadian-controlled firms appears 
to be largely from retained earnings, together with limited use of bond 


issues and bank loans. 


Some conclusions on sources of new finance can be drawn from 
the information obtained, but any detailed comparison of profitability 
is limited by restrictions on the information made available to the 
study team by the private firms, (e.g. Firms B and C2), by the divisional 
status of Firm C3, and by the difficulty of separately identifying the 
financial performance of those plants of Firm Cl which are wholly or 
partially engaged in auto parts manufacture. Firm Alk's financial per- 
formance has fluctuated, and like many similar firms which are totally 
geared to the automotive industry the company experienced poor results 
during the 1970-71 period, which also coincided with major expansion. 
In 1972 the company produced excellent financial results. In 1972 Firm 
Al's capital expenditure was around $3 million, and this was eineneea 
entirely by retained earnings. This firm is financially independent 
of its parent in the United States, and there are no cash poe tae 


arrangements. 


By contrast Firm A2, the foreign-controlled subsidiary with 
minimum autonomy, is subject to corporate cash-pooling arrangements and 
strict financial controls. This firm obtains capital finance from within 


the corporate system, but in 1972 the firm's retained earnings financed 


its capital investment needs. 
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Firm A3, a foreign-controlled subsidiary with a high degree of 
local autonomy, has never found it necessary to obtain finance from the 
parent organization in the United States. In 1972 the $1-1/2 million 
capital expenditure program undertaken by this firm was entirely financed 
by retained earnings. If profits were insufficient to finance capital 
expenditure requirements, this firm would look to the chartered banks for 
necessary financing. In this respect the firm would act in the same way 
as Canadian-controlled firms in similar circumstances, although if this 
source failed, then Firm A3 would turn to its parent for funds. Funds 
in excess of investment needs are repatriated to the United States, but 
in the last five years a major proportion of profits has been re-invest- 
ed in Canada. This firm has royalty agreements with the parent corpor- 


ation through which some transfer takes place. 


The Canadian-controlled companies also relied primarily on re- 
tained earnings to finance capital expenditures. Firm Cl's retained earn- 
ings in the period 1967 through 1970 varied between $0.7 million and 
$1.4 million. This firm has also substantially increased its long-term 
debt during the last five years from $200,000 to $2,000,000, and the 
majority of the debt has been financed through the Automotive Adjustment 
Assistance Program. This firm has been in very tight cash circumstances 
at various times since the Auto Pact, mainly because of acquisitions (of 
auto parts firms and firms in other businesses), expansion of production 
facilities, and outlays for research and engineering. This firm has not 


paid dividends since 1968. 
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Firm C2 was reluctant to give financial details. In 1972 the 
firm's unspecified capital expenditures were financed half by retained 
earnings and half by Canadian banks. All of Firm B's 1972 capital ex- 
penditure of $240,000 was financed by retained earnings. Neither firm 
had experienced exceptional or unusual difficulties in raising money 


from banks. 


Firm C3 is a subsidiary of a Canadian-controlled group, and cash 


pooling arrangements operate. Retained earnings and. bonds are the main 
source of finance. This firm is in a very competitive sector of the 
market (with main competition coming from United States firms) and, in 
the opinion of one executive, would have ceased operations, or sought 
a merger, at the time of the 1970 recession, had it not been able to 


obtain support from the parent group. 


Executives in both foreign-controlled firms and Canadian- 
controlled firms refer to the lack of risk capital in Canada and the 
allegedly conservative attitude of the chartered banks. One company 
described a situation in which a major export contract for certain of 
its non-automotive products required a substantial investment in expanded 
production facilities. The credit risk of the business was already 
underwritten by a government agency. The firm's regular Canadian bank 
required two weeks to give a negative reply to the firm's request for 
funds. A non-Canadian bank approved the request, on the basis of the 
same information, after two days of examination. There was a general 


feeling among executives in Canadian-controlled firms that government 


aid along the pattern of the automobile adjustment assistance program 
should continue to be available - to all firms in the industry, foreign- 
and Canadian-controlled. 
CONDITIONS OF EMPLOYMENT 
AND EMPLOYEE RELATIONS 

The concentration of auto part firms in Southern Ontario, 
and the need to compete for labour means that any individual firm 
is unable to vary far from the norm with regard to conditions of 
employment, fringe benefits and wage rates. In the same way, trade 
union activity tends to result in an equalization of wage rates in 
a given location, regardless of controlling ownership. Under these 
circumstances, only above average achievements in productivity and 
labour management can support the payment of premium rates or above 
average fringe benefits. In general therefore wage rates for similar 
classes of labour vary relatively little between firms, except on 
a geographical basis - labour rates in Parry Sound may be 50¢ to $1.00 


per hour below those paid in Windsor. 


There appear to be no differences in behaviour between foreign- 
controlled and Canadian-controlled firms with regard to hiring employees, 
and lay offs. In an industry in which one customer may account for over 
60 per cent of a particular product line - perhaps accounting for more 
than 50 per cent of the company's total auto parts business - the 
ability of the customer to close down the auto parts plant as a result 
of industrial disputes, or for production and quality reasons, means 


that lay offs are a fact of life. No auto parts firm can afford to 


68. 


Boe 


keep on labour unnecessarily and no behaviour differences are discern- 


able in this regard. 


A senior Canadian trade union official interviewed during the 
course of the study was of the opinion that as far as labour relations 
were concerned there were no major differences in the behaviour of foreign- 
controlled firms and Candian-controlled firms. In some cases subsidiaries 
of foreign-controlled firms made use of senior labour relations personnel 
at corporate level in contract negotiations with the union, and in the 
view of the trade union official this input was often more experienced, 
and resulted in smoother, more effective bargaining. The practice of 
using experienced corporate labour relations staff applies to Firms A2 


and A3. 
COMMUNITY RELATIONS 


Interviews with the seven firms revealed no evidence of be- 
havioural differences attributable to ownership with regard to communi ty 
involvement. Almost all of the companies interviewed have a policy 
regarding the support of local charities and community affairs, and 
generally allocate the total budgeted amounts to "causes" in areas where 
their employees reside. Although specific policies with regard to com- 
munity involvement and charitable support are common, the main determinant 
of the degree and nature of community involvement and support is the 
personality and interest of the president of the company. The extent 
and nature of this interest does not reflect the control pattern of the 


company. 


Among the companies examined there were examples of senior 
executives of foreign-controlled firms who had participated to a signi~ 
ficant degree in local community promotional activities. In general, 
however, for both Foreign and Canadian-controlled companies, the degree 
of financial support was decided in relation to past budgetary al- 


locations and present expenditure constraints. 
EXPORT ACTIVITY 


Except for the market in the United States, certain factors 
reduce the opportunity to export auto parts to foreign markets: 
- the low margin on sales, and the importance 
of freight costs 
- the relatively high labour costs in North 
America compared to some other potential 
export markets 
- the importance, in the case of many products, 
of close supplier and automotive manufacturer 
co-operation in engineering and development. 
In addition, the availability of a strong growth market in 
the United States and in the domestic market since 1965 has almost 


certainly reduced the incentive for Canadian firms to seek markets out- 


side of the North American continent. 


However, opportunities in export markets still exist, par- 


ticularly: 


- when foreign automotive manufacturers require 
special shipments in order to meet supply 
failures on the part of usual sources 
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- when product exclusiveness offers a distinct 
competitive advantage 


- when freight costs are low in relation to value 
- as and when changes in relative labour costs 
between North America and other countries 
improve Canada's competitive position. 
As shown in Exhibit 14, opposite, exports of auto parts to coun- 
tries other than the United States have grown since 1965, but continue 
to be insignificant compared to exports to the United States. After the 


United States, Mexico and Australia are Canada's largest auto parts cut- 


tomers. 


Of the firms examined in this study none had a significant 
export market outside the United States. The foreign-controlled firm 
which did have some export business outside of North America enjoys some 
product exclusivity by virtue of patent rights, as well as a favourable 
value to weight ratio. This company's export sales out of North America 
are currently made to major automotive manufacturing countries in western 
Europe and to relatively non-industrial countries in Latin America and 
elsewhere. One of the Canadian-controlled companies had attempted to 
develop export business with a major European automotive manufacturer 


but without success. 


A major question in relation to the industry's export potential 
is the freedom of Canadian subsidiaries of foreign corporations to develop 
their own export markets independent of corporate ret ee and sourcing 
decisions. Based on the experience of the firms interviewed, there is 


some evidence of supply decisions being taken outside of Canada which 
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limit the freedom of Canadian subsidiaries to supply other export mar- 
kets. Firm A2 is very much a "branch plant" operation, with corporate 
staff in the United States responsible for sales policies and activities. 
This firm manufactures and delivers as directed, and Canadian manage- 
ment has no influence over sourcing decisions relating to North American 
or export markets. However, as noted earlier in this report, this firm 
was exporting to South America, and exported to various countries at 
various times. There was no set pattern. It was not possible to estab- 
lish whether the Canadian firm was obtaining a "fair share" of the cor- 
poration's total export business sourced from North America, but Canadian 
Management were satisfied that the firm did supply export business in 
proportion to its size and competitiveness vis-a-vis other corporate 
plants in the United States. It should be noted that, although not 
always a factor, the recent export business to South America had been 
influenced by the Canadian currency to which the customer had access 

and this was known to be a factor in the sourcing decision. In 1972 Firm 
A2 sold three per cent of its production outside of North America - 


the highest figure among the seven companies examined. 


The question arises as to whether the Canadian auto parts 
industry currently exports to countries outside North America to an ex- 
tent comparable with the industry in the United States. The table below 
compares Canadian and United States exports and imports to other countries 


in 1971. 


Canada United States 
($ million) ($ million) 
Auto parts production 1366057 16(01245 
Exports to other countries 78.0 722.0 
Exports as per cent of 
production 47 135) 
Imports from other countries 87.0 ono 
Imports as per cent of 
production Dee 2n1 


In 1971 exports as a percentage of production totalled 4.7 
per cent for Canada and 4.5 per cent for the United States. There was 
a significant difference in the relationship between imports and produc- 
tion with Canadian imports at 5.2 per cent of Canadian production being 
double the level in the United States, mainly as a result of large imports 
from Sweden and the United Kingdom. A comparison of Canadian and United 
States trade in auto parts with other countries is shown in Exhibit 15, 
overleaf, No evidence was found to indicate that the very high degree 
of foreign ownership of the Canadian auto parts industry has distorted 
Canadian auto parts export trade with countries other than the United 


States. 


The two important new factors could effect the potential 


behaviour of foreign-controlled firms with regard to export markets: 


- the apparent concern in the United States 
to improve the current balance of payments 
position (by economic and political pres- 
sures to increase exports from the United 
States) 
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EXHIBIT 15 


COMPARISON OF CANADIAN AND U.S. TRADE 
IN AUTOPARTS WITH OTHER COUNTRIES , ow 
(Millions of U.S. Dollars) 


| UNITED STATES | CANADA 
Exports | Parts and Accessories || Parts and Accessories | 


Belgium & Luxembourg 
France 

West Germany 
Italy 
Netherlands 
Sweden 

United Kingdom 
Japan 

Mexico 
Venezuela 
South Africa 
Philippines 
Australia 

Other Countries 
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Belgium & Luxembourg 
France 

West Germany 
Italy 
Netherlands 
Sweden 

United Kingdom 
Japan 

Other Countries 












SOURCE:- Statistics Canada 
Bureau of the Census (U.S.) 


Kates, Peat, Marwick & Co. 
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- the specific arrangements which have been 
introduced for special export corporations - 
Domestic International Sales Corporation 
(DISC) - as provided by the U.S. Revenue 
Act of 1971. 

The DISC program in particular represents a serious threat to 
the freedom of United States subsidiary companies in Canada to export 
to markets outside of North America. The effects of the DISC program 
are not yet evident. It seems likely to affect adversely the perform- 


ance of the Canadian auto parts industry in markets outside of North 


America if the program achieves a measure of success. 
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IV - ATTITUDES REGARDING POSSIBLE 
GOVERNMENT POLICY INITIATIVES 


In the course of interviews with executives in the industry, 
a number of possible areas for government policy initiatives were discus- 
sed. There was uniformity of view towards government intervention in 
general - a strong "hands-off" approach - particularly regarding control 
over acquisitions or mergers. The acceptability to executives of more 
active government intervention decreased with seniority. Generally the 
industry is not sympathetic towards policies which involve direct inter- 
vention in corporate ownership. Some of the industry's concerns, however, 
are on matters related to ownership and control, e.g. the industry's 
concern for improved export performance. 
ATTITUDE TO 
NATIONALISM 

The executives interviewed were not nari one terice They 
regard the auto parts industry as a North American industry. Their 
customers are United States companies. For some firms a major propor- 
tion of their sales are to plants of those firms on United States soil, 


and made under duty free arrangements. 


Some Canadian executives in Canadian-controlled companies 
were outspoken in their contempt for the "issue" of foreign ownership 
as a whole. Others felt that perhaps increased or unrestricted 
foreign ownership would make it difficult for Canadians to separate 


themselves from the United States in the future, but they considered 


that the economic benefits of foreign investment outweighed these 


Uke 
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"vague possibilities". Executives in the industry consider that the 
economic benefits of United States investment justify the presumed 
dangers of over-reliance on that country, and the corresponding loss 

of Canadian identity. Most executives feel that it is possible (at 
present) to reap the benefits of foreign capital investment in Canada, 
and "still maintain a distinctly Canadian way of life". Executives were 
vague as to the length of time over which this distinct way of life 
could be maintained. Their views were oriented almost totally to the 


present, with little if any concern for the long-run effect. 


To observers familiar with the political, economic, and 
social aspects of foreign ownership, and well versed in the viewpoints 
of those who comment on and discuss the foreign ownership issue, the 
views of many of the auto parts industry executives appear to be 
based on only fleeting or casual attention to written or spoken comment 
on the issue, and little or no independent thought. It is not suggested 
that in this respect they are any different from any similar group of 


executives in any other industry. 


In an industry in which foreign ownership coutnoleaneeneed 
85 per cent and 95 per cent of activity, executives who have achieved 
senior management positions in the industry and who, to a large extent 
(i.e. 85 i cent to 95 per cent) are employed by foreign-controlled 
firms, perhaps not unnaturally regard such circumstances as a fact of 
business life. They have long since become used to these circumstances, 
and accept them. They themselves have achieved personal success in 


spite of foreign ownership and have seen their firms expand. 


Howéver, the economic dangers which follow from a lack of 
control over Canadian economic activity that is associated with a "branch 
plant" economy are recognized by executives in the auto parts industry, 
and this appreciation has increased in the last one to two years with 
the realization of the growth of American economic nationalism, and 
the introduction of such measures as the DISC program. In general the 
industry's suggestion is not to prevent or reverse the present COnecro. 
pattern by government legislation, but to increase the long-term compe- 
titive strength of Canadian-controlled companies by encouraging invest- 
ment by Canadians in Canadian-controlled activities, and by the selective 


(but non-discriminatory) use of government financial aid. 


GOVERNMENT CONTROL OF 
MERGERS AND ACQUISITIONS 


The firms examined had only limited exposure to merger and ac- 
quisition activity. Firm Cl, a Canadian-controlled firm, had acquired a 
number of manufacturing companies, not all in auto parts manufacture. 
Firm Al, the largest firm, and foreign-controlled, had made one acquisi- 


tion, and local management anticipated more acquisition activity, 


Executives in one Canadian-controlled firm considered their 
firmerced disadvantage because of its small size relative to competition - 
which in this case was mainly from larger companies in the United States. 
There was some support for government assistance in the formation of lar- 
ger firms by merger, in order to achieve production levels which would 
Support better research and development, and carry the costs associated 


with more effective selling efforts. 


Firm Cl, with experience of merger and acquisition activity 
supported the need for larger firms, and the suggestion that governments 
might encourage and assist this process. However, the president of 
Firm Cl was skeptical that government support could improve the success 
rate of mergers which, in his experience, was determined by the personal- 


ities of key executives in the merging firms. 


There appears to be no clear answer to the question of whether 
larger firms are needed in the industry. The automotive industry fluc- 
tuates according to the general level of economic activity, and the 
larger firms are equally susceptible to the effects of such fluctuations. 
The creation of firms which are diversified (into non-dutomotive bu- 
siness) may provide some protection against the full impact of sudden 
reductions in auto parts sales, but the Canadian-controlled firm with 
diverse interests created by merger (Firm Cl) was the firm with the 
least attractive financial performance in the last five years. The 
very successful Firm B, was not large but was able to establish itself 
in a specialized market for a technical product, against competition 
from larger firms. However, this Firm had received don acanite tech- 
nical assistance and "know-how" from its United States partner at the 


time of the Auto Pact. 


Each firm's circumstances with regard to economies of scale 
varies according to the type of product manufactured and the extent to 
which the product and/or the manufacturing process eee itself to 
research and development effort, the hiring of specialist skills, or 


an upgrading of sales and marketing expertise. Where the product is 


designed and specified in detail by the automotive manufacturer, economies 
of scale will depend largely on the nature of the manufacturing process. 
In the case of high value products requiring greater technology, and 
where competitive strength demands greater research and development, 

and skilled sales effort at the automotive manufactures plant, the 
financial, technical, and managerial resources which may be more readily 


available from a larger group are most likely to pay off. 


Executives interviewed gave no support to measures to exert 
government control of take~over of Canadian firms. There would be no 
support for the prohibition of the sale of a company to foreign interests. 
The main reason for this view was the belief that Canadian entrepreneurs - 
or shareholders - should be free to sell their interests to the highest 
bidder. 

ISSUE OF CORPORATE STOCK 
ON CANADIAN EXCHANGE 

Government policies designed to encourage or require foreign- 
controlled companies to issue stock to Canadian investors through Canadian 
stock exchanges would be favoured by a number of Canadian executives. 

Such policies would be seen as a way of replacing foreign risk capital 
with Canadian risk capital and so, in the long term, lead to the creation 
of the capital resources necessary to reduce the extent of foreign 
ownership. Canadian nationals working for foreign-controlled firms 
showed particular interest in these possible policies, but their inter- 


est was largely financial i.e. to obtain a "stake" in the company 
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for which they worked and share its profits, rather than a conscious inter- 
est in establishing more Canadian ownership. In the larger foreign- 
controlled companies the Canadian operation appears to be an attractive 
investment to senior management of those companies. This would seem to 
indicate that such companies are viable as distinct Canadian entities. 
GOVERNMENT PROGRAMS 
OF FINANCIAL AID 

Existing government programs designed to provide financial 
support for research and development ~ P.A.I.T. and I.R.D.1I.A. - were 
commended by executives in the industry and there was evidence of the 
value of these programs to the firms interviewed. Some executives 
considered that the programs could be made more effective by relaxing 
some of the conditions contained in the program regulations, particularly 
regarding accounting details, and the assessment of overhead costs 


attributable to R & D programs. 


Some of the firms examined also spoke favourably of the Auto- 
motive Adjustment Assistance Program and two of the firms examined were 
among those firms which took immediate advantage of the loans available 
from the A.A.A. at the time it was initiated in 1965. The use of the 
A.A.A. by firms in the industry suggests the value of its being reinsti- 
tuted. The Automotive Adjustment Assistance Program officially terminated 
its role as a lending authority as of June 30, 1973. At that time there 
was an outstanding loan balance of $75 million and this will be paid off 
as per agreed terms. Manufacturers requiring investment loans can qualify 


under what is known as the expanded Gatt Program. Under this program 


prospective borrowers make their own loan arrangements with an appropriate 
financial institution, and the Federal Department of Industry Trade and 


Commerce insure the loan. 


With any kind of financial assistance through government pro- 
grams, all executives would object to schemes which discriminated against 
foreign-controlled firms by providing assistance to Canadian-controlled 
firms only. 

THE ENCOURAGEMENT, OF 
INVESTMENT IN CANADIAN FIRMS 

Executives interviewed in the seven auto parts firms were 
unanimous in the view that Canadians are reluctant to invest in business 
enterprise, compared with, say, citizens of the United States. This 
reluctance is poaeidered to be the reason for the difficulty of raising 
risk or venture capital for business opportunities in Canada, and many 


firms have experienced a similar conservatism among the chartered banks. 


Executives feel that in the long run, only the internal development 
of investment capital can reduce foreign ownership of capital in the 
Canadian economy as a whole. Policies which are considered to support this 
objective of capital formation include lower personal taxation, a degree 
of tax relief on investment income from Canadian-controlled corporations 
(or discrimination against foreign investment income), and a rebate on 


capital gains obtained on Canadian investments. 


EXPORT INCENTIVES 


A number of executives interviewed expressed particular 


concern at the potential impact of the U.S. DISC program. As a 


result of this program there will be an incentive to U.S. firms to 
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supply the Canadian market from U.S. based plants. Thus the domestic 
market for auto parts will become more competitive for Canadian firms, 
and the possible growth of U.S. economic nationalism will tend to curb 
the efforts of Canadian-controlled firms to expand exports to the United 
States. Both of these effects may encourage Canadian firms to seek 
other markets outside of North America, but the terms of the DISC 
program will tend to give U.S. firms the same advantages in these mar- 


kets also. 


A number of executives commented very strongly that Canada 
needs to find an answer to the DISC program, and the lack of any Canadian 
response to the program (initiated in mid-1971) is criticized. None of 
the executives who expressed this view had suggestions to make regarding 
the possible response to DISC, and, as mentioned earlier in this report, 
the effects of the program on the auto parts industry in Canada are not 


yet evident. 
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V_~ CONCLUSIONS AND POLICY CONSIDERATIONS 
CONCLUSIONS 


Limitations of 
This Survey 


The auto parts industry in Canada is made up of a large number 
of firms which represent wide variations in size, management sophistica- 
tion, and competitive strength. It is a multiproduct industry and 
business conditions, and opportunities are not the same for all firms 


and for all products. 


The seven firms examined in this study were chosen because of 
variations in size, products, control, and other factors. The auto parts 
industry is heterogeneous and the small number of firms examined empha- 
sizes the need to be cautious in drawing conclusions for the whole 
industry. 


Importance of 
the Industry 


4 


For Canada, and particularly for Ontario, the auto parts in- 
dustry is a vital and large part of secondary manufacturing activity. 
The industry is a major employer, and a user and developer of important 
manufacturing processes and technologies. It is in Canadian interests 
to maintain the competitiveness and prosperity of the auto parts 
industry. The level of employment in the industry, the importance of the 
industry to Canada's balance of payments with the United States, and 
the multiplier effect of its activity all point to the need to maintain 


the industry in a viable and healthy state. 
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Behavioural Differences 
Between Foreign-Controlled 
and Canadian-Controlléed Firms 


The automotive parts industry in Canada is an integral part of 
an industry which is North American in terms of markets, ownership and 
control, and business attitudes. It is a highly competitive industry 
and in general, the behaviour of firms in the industry and the attitudes 
of executives do not differ according to whether the firm is foreign- 


or Canadian-controlled. 


The behaviour of autoparts firms with regard to financing, 
community involvement, and exports to countries outside of North America 
does not differ significantly as a result of control characteristics. 
The extent and nature of the control of firms does influence the degree 


of local management autonomy of a Canadian subsidiary. However, the 


extent of local autonomy enjoyed by foreign-controlled subsidaries 
varies widely, and the management of many foreign-controlled firms will 
enjoy greater autonomy than the management of many Canadian-controlled 
firms. Management of the Canadian-controlled subsidiary can expect the 
same type of business decisions and the same degree of control by the 
parent corporation as the firm which is foreign-controlled. There is no 
evidence, for example, that a Canadian parent corporation would be more 
lenient with regard to lay-offs during slow-downs in the industry than 


would its foreign counterpart. 


Local autonomy of firms in the auto parts industry can be 
expected to be subservient to corporate priotities and business opportu- 
nities particularly as parent companies diversify into different indus- 
tries and develop subsidiary activities in a wider range of countries. 
In practice, the behavior of the firms examined suggests that the growth 
and prosperity of the auto parts industry in Canada over the last eight 


years has provided attractive investment opportunities in Canada for 


foreign-controlled and Canadian~controlled firms alike, and local mana- 
gement has had little if any difficulty in obtaining approval for expan- 
sion plans. There is no guarantee that this will continue to be the case 
in the future. Firms controlled by parent corporations in the United 
States may be influenced by political pressures on the parent corpor— 


ations. 


| 
There is evidence that foreign-controlled firms have benefited | 


from their connections with a large parent corporation in obtaining an | | 


entry into the Detroit based purchasing divisions of the major automative 
manufacturing firms. Although most firms, foreign-controlled and 
Canadian-controlled, have established sales offices in Detroit the Cana- 
dian-controlled firms may have been at some disadvantage compared to 
their foreign-controlled competitors. This disadvantage was felt most 
strongly in the years immediately following the signing of the Canada- 
U.S. Auto Pact in 1965. The future effect of this advantage enjoyed by 
foreign-controlled firms is difficult to estimate. It must be assumed 


that the influence of a large auto parts parent corporation in the United 
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States of the automotive manufacturers will continue to provide some 
advantage to foreign-controlled firms compared with Canadian-controlled 


firms, particularly the smaller firms. 


Many firms in the auto parts industry do little if any research 


and development. Often such effort is of limited value because the auto- 


motive manufacturer defines the product to be manufactured and the auto 


parts manufacturer acts as a "jobbing shop". Research and development is 
more important in the case of complex products requiring high technology. 
Some Canadian and foreign-controlled firms are operating in this high- 
technology area. Most foreign-controlled firms have access to central 
corporate research and development activities centered: outside of 

Canada. Because of the large size of the parent corporation these 
facilities can be expected to exceed similar facilities available to 


Canadian-controlled firms. 


It is difficult to measure or quantify the extent to which the 
Canadian-controlled firm is at a disadvantage with respect to eer 
and development compared to the foreign-controlled firm. No examples were 
identified of business being lost by a Canadian-controlled firm to a 
foreign-controlled firm because of product or process advantages which 
resulted from the foreign-controlled firm's access to extensive reseach 
and development facilities. This possible disadvantage is alleviated to 
some extent by the availability of government programs such as PAIT and 


IRDIA, and these programs are used by many firms, regardless of their 


control. Although precise figures are not available, an examination of 
the products of the firms in this industry suggests that the high value 
technology based products are generally manufactured by firms which are 
foreign-controlled, To a large extent this would appear. to be due to 
the historical development of the industry in the United States, and 
the expansion of specialist firms manufacturing products such as 


wheels, frames, brakes, etc. through the development of subsidiary com- 
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panies in Canada and other countries. Without major research and development 


effort, Canadian-controlled firms are unlikely able to enter or maintain 


themselves, in this "high technology" section of the auto parts market. 
8 BY P 


ihe Hetectror Foréven Contro.. 

In the auto parts industry the extent of eoreign control, 
measured by dollar investment, is in the range 85 percent to 95 per 
cent. This high percentage of foreign control is not a recent develop- 
ment, and extends back to the period prior to the 1965 Auto Pact. 
There is limited data to indicate whether this percentage is increasing 
or decreasing. We conclude on the basis of our examination that there 
has been no significant increase in the percentage of foreign control 
in recent years, but executives of foreign-controlled firms showed inte- 
rest in making acquisitions, although not necessarily confining this 
activity to the auto parts industry. There is evidence that Canadian- 
controlled companies are equally acquisition-minded (see Exhibit ll, 


page 24). 


In the past, and particularly since the Auto Pact in 1965, the 


extent of foreign control in this industry appears to have had a signi- 


ficant impact on productivity and competition. This is because foreign- 


controlled firms have been able to import from their parent corporation, 
skilled personnel, manufacturing technology, and investment capital. This 
infusion, combined with the Auto Pact, has created a highly competitive 
climate in the industry and Canadian-controlled firms have largely re- 
sponded favourably to these influences, and in order to survive, have 
frequently matched their foreign-contiolled counterparts in terms of 
productivity, cost controls, and quality. Having regard for the perfor- 
mance of the industry, particularly in the period 1961 to 1969 when the 
motor vehicles and parts industry achieved an erence in productivity 

of 199 per cent, and taking into account the growth of exports of parts 

to the United States and its beneficial effect on Canada's balance of 
trade with that country, it must be concluded that seme aspects of 

foreign control have been instrumental in creating considerable economic 
benefits for Ontario and Canada as a whole. However, Canadian~-controlled 
firms now appear capable of developirg their own technology improvements 
on a par with their foreign-controlled competitors. Future benefits which 
may be obtained by the infusion of technology through foreign-control are 
likely to be less important to the economy than they were immediately 


following the signing of the Auto Pact. 


Set against these advantages of foreign control in the industry 
is the extent and nature of decisions made by parent corporations outside 
of Canada which may operate against Canadian interests. Such decisions 


may relate to: 


- lay-offs and employment practices 


- the transfer of earnings from Canada to the 
parent Corporation 


- the sourcing of production for exports 


- requirements to purchase machinery, equipment 
and supplies from outside Canada 


- the employment of foreign nationals 


- location of R & D activities outside of Canada 


Except for the question of employment to foreign nationals the 


study produced no evidence to support the view that discrimination again- 


st Canadian interests in these ways is commonplace. There was no evidence 


that foreign-controlled firms received direction from corporate level 
with regard to lay-offs, although they do receive assistance and direc- 
tion in associated areas, particularly with regard to union negotiations. 
The most subordinated foreign-controlled firm had the best record with 


regard to lay-offs. 


Similarly, there was no evidence that foreign-controlled firms 
were forced to repatriate earnings at the expense of further expansion 
and investment in Canadian operations. Although earnings may often ex- 
ceed the funds required for capital investment and the surplus be repa- 
triated, there was no suggestion that such repatriation (presumably for 
investment outside of Canada) occured when competitive investment oppor- 


tunities existed in Canada. 


The evidence regarding the sourcing of production for export 
is less certain. The level of exports from the typical auto parts firm 
is so low in relation to total output, and so little attention is paid 
to export opportunities by most firms, that the channeling of export 
opportunities to foreign based plants rather than Canadian based plants 


May occur but be unknown to local Canadian management. However, an 
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examination of the relationship between exports and total production of 
the auto parts industry in the United States, with the same relationship 
in Canada indicates no significant difference in export performance by 


the two countries. 


The proportion of machinery and equipment expenditures spent 
in Canada as against the import of equipment varies considerably from 
firm to firm. Data obtained in the study suggests that foreign-controlied 
corporations may be more likely to purchase machinery and equipment from 
outside of Canada, possibly in conjunction with the parent corporation, 
but the information available is so limited as to make this a very ten- 
tative conclusion. It was clear from discussions with one foreign-con- 
trolled firm that the firm had made every effort to purchase equipment 
in Canada in spite of the fact that for certain specialized equipment 


Canadian manufacturing capability was highly suspect. 


It is clear from the study that the employment of foreign 
nationals in senior positions is more likely to be found among foreign- 
controlled firms, and these appointments will frequently be made at the 
instigation of the parent company. The positive aspects of such 
béhavior - the value of importing special skills not available in Canada 
- has been eliminated by the development of the industry in Canada in 
the last eight years, and the availability, in general, of Canadians or 
Canadian residents with comparable skills. However, there is no evidence 
to support a policy of erecting barriers to the transfer of U.S. nationals 
into Canada, so long as Canadians have a comparable ease of access to 


positions in the U.S.A.. 


Expenditures on research and development varied widely among 
the companies studied and appeared to depend on a Variety of =factdrs, 
including corporate size and product line, rather than country of owner- 
ship. While it could not be determined conclusively, Gane disnaceucesnied 
companies in some product lines appeared to conduct as much research and 
development as their foreign-controlled counterparts in comparable 
business situations. Nevertheless, in the overall North American context, 
partly as a result of the "Big Four" auto assemblers', leadership indica- 
tions are that proportionately more research and development is being 


conducted in the U.S. than in Canada, 


POLICY CONSIDERATIONS 


Future Developments 


A real concern must exist regarding the possible impact of 
foreign control if other influences are brought to bear on parent cor- 
porations outside of Canada, leading them to make decisions regarding 
Canadian subsidiaries other than those that they would make under normal 
business conditions. suchen rluences include political pressure to in- 
crease employment in certain areas of the United States, financial 
inducements to set up manufacturing activities in other countries rather 
than in Canada, and political pressures to restrict the imports into the 
United States of auto parts from Canada for balance of payments considera- 
tions. There is a strong feeling in the auto parts industry in Canada 


that such influences have increased in the last one to two years. 
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Assuming that Canadian auto parts firms can remain competitive 
with United States based auto parts firms, in terms of productivity, price, 
and quality, and by the necessary degrees of research and development, then 
foreign control over much of the auto parts industry is unlikely to 
markedly interfere with the Canadian trade balance in this industry so long 


as North American trade in auto parts is relatively free and unrestricted. 


The only firm example of such influences (discussed on page 43) 
which was obtained in the course of the study was a case of discrimination 
against Canadian production by a United States based automotive manufacturer, 
rather than by the parent corporation of the auto parts firm operating in 
Canada. All of the ee fcseeee customers for original equipment are foreign- 
controlled and could, from time to time, take a similar position. There 
was a strong feeling among executives in the industry that Unites States 
sentiments with regard to the Auto Pact had changed significantly from 
a readiness to buy Canadian parts to a coolness towards importing 
Canadian products. The companies examined, however, were unable to 


quantify the affects of this change in attitude. 


To some extent the change in attitude reflects the success of 
both foreign-controlled and Canadian-controlled auto parts companies in 
Canada in the years since the Auto Pact. The 1965 Auto Pact was not 
unanimously approved by interested groups in the United States, and 
improvement in balance of trade for Canada in automotive parts. has led to 
strong representations for action to improve this balance in favour of 


the United States. It is difficult to attribute this situation to the 


extent of foreign control in the Canadian industry. If the auto parts 
industry in Canada were 100 per cent Canadian-controlled, and equally 
successful in exporting products into the United States than the result- 
ing favorable balance of trade in auto products must be assumed to be at 
least as much a concern to the United States as it is under actual pre- 
sent conditions. It also seems likely that, in this industry, political 
pressure on the foreign-controlled automobile manufacturers would be as 
effective in deterring Canadian made auto parts imports as would pres- 
sure on the more numerous parent offices of foreign~controlled subsi- 


diaries in Canada. 


Where government pressure on foreign parents is most important 
in the future is on the development of exports. Under the influence of 


the DISC program or in response to other pressures it would be relatively 


easy for aaparent corporation to regard its Canadian subsidiary as a 
captive supplier to the Canadian automobile market, and concentrate on 
developing export business from its United States based plants. Such 


developments could hold back the development of exports to countries 


outside of North America by firms operating in Canada. In any future Auto 


Pact renegotiations some guarantees against this possibility could be 
an objective of Canadian negotiation, subject to further studies in the 


nature of export potential in this industry. 


Reduction in the Extent of Foreign Control 


The Canadian auto parts industry is predominantly foreign 
controlled, and the industry would object to measures which attempted to 


achieve a reversal of this situation by compulsory means. Compulsion to 
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sell to Canada or to Canadians would thus alienate the industry, and in- 
crease the uncertainty with regard to future foreign investment in 
Canada. The acquisition of foreign-controlled firms at market value 

by government agencies e.g. the Canada Development Corporation, would 


be acceptable in principle, providing it could be supported in terms of 


the availability of Canadian capital which would be necessary, and in 


terms of the management direction which would also be required. 


The large amounts of both public and private capital required 
to increase the extent of Canadian ownership of the auto parts industry 


may be more beneficially deployed in obtaining control of other industries, 


or of making investments in new industries. This study has revealed no 


basis for making the Canadianization of the auto parts industry a high 


priority. The two main alternatives are to acquire control of what 
already exists, or to establish policies which will assist Canadians to 
acquire and maintain control of future growth areas of the industry. ~ It 
is therefore important to devise policies which lead to an eaten 
ievel of capital formation, and the investment of capital in Canadian- 
controlled enterprises with significant growth potential in the auto 
parts industry. The industry is still a long-term growth industry, and 
one in which new products and new technology should be anticipated. The 
development of the rotary engine, computerized ignition and other systems, 
and the possible future development of electrical powered cars and re- 
volutionary new public transit systems suggests that the dynamics of the 
industry will provide new areas for growth, and hence new areas for 


Canadian investment. 


Canadian investment. Complete foreign ownership of the "Big Four" 
auto manufacturers, however, means that in the absence of major 
Canadian government programs, the initiative for such development will 
tend to come from the United States; thus resulting "demand pull" for 
technological innovation by auto parts manufacturers will therefore 


continue to be felt more strongly in the United States than in Canada. 


The existing capability of Canadian-controlled auto parts firms 
to capitalize independently on such developments is limited, since the 


necessary research and development may well be beyond the resources of the 


programs of most, if not al]., of these firms. Government financial support 


of research and development programs will therefore be necessary to 
ensure a satisfactory share of future growth for Canadian-controlled 
firms. To be fully effective such programs would need to provide 
assistance in the application of new technology, including assistance 


‘in marketing and production. 


On the basis of this scenario, two policies could be considered: 
(1) Government policies to ensure the continuation of the restricted free 
trade in auto parts; and (2) government policies to ensure that Canadian- 
controlled firms can obtain the necessary support in their attempt to 
remain competitive, particulariy in relation to the need for research 
and development in high technology product areas. The present disad- 
vantage suffered by Canadian-controlled companies with respect to 
research and development will adversely affect the competitive strength 


of these companies in the long term. Without adequate research and 
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development activity Canadian-controlled companies in the industry may 
be forced away from the manufacture of the more complex and technical 
products into the less complex and lower value products where research 


and development is less important. 


The industry is heavily reliant on the United States for its 
market, but for a number of years the United States has pressed for 
renegotiation of the Auto Pact. The Canadian industry therefore needs 
to establish new growth areas in markets outside of North America. The 
initiative for diversification of the industry's markets may be depen- 
dent on government encouragement, unless restriction of the U.S. market 
forces auto parts firms in Canada to look for markets outside of North 


America. 


Possible Government 


Policy Initiatives 


It is in Canadian interests to maintain the competitiveness 
and prosperity of the auto parts industry, regardless of ownership. In 
order to achieve this objective government policies both at provincial 


and federal levels should be designed to assist the industry in those 


areas most critical to its continued success. The Canadian Government 
should be alert to changes in attitude on the part of the United States, 
and develop well researched and properly conceived policies to counter 
United States attitudes to the Auto Pact, legislation such as the DISC 
program which may be harmful to the auto parts industry, and the less 
definite, but still potentially unfavorable trend toward protectionist 


policy in the United States. Canadian policy should be designed to 


maintain the free trade aspects of the 1965 Auto Pact but with a more 


flexible approach to the safeguards regarding Canadian value added. 


Present policies at federal and provincial levels with regard 
to export activities should be reviewed in the light of the particular 
problems. of exporting auto parts outside of North America. The objec- 
tives of such a policy should be to reduce the dependence of the Canadian 
auto parts industry on the United States, while at the same time improv- 
ing the balance of trade in auto parts with countries outside of North 


America. 


Existing government policies which support research and develop- 
ment should be reviewed in order to identify ways in which greater sup- 


port can be given to firms carrying out research in high technology areas. 


Increased Canadian control of the industry should be based on 
ownership acquired under normal market conditions. Such control will be 
dependent on the investment of risk capital. Policies should be devised 
which, in the long run, can'influence the degree of control of the auto 
parts industry exerted by Canadians by the development of a larger capital 
base in Canada and the investment by public agencies or by private 
individuals in Canadian-controlled firms which have considerable po- 


tential in areas of new technology and new products. 
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APPENDIX A 


ONTARIO SELECT COMMITTEE 
ON ECONOMIC AND CULTURAL NATIONALISM 


MANAGEMENT OPINION QUESTIONNAIRE 
FOR THE AUTO PARTS INDUSTRY STUDY 


These questions were used as a basis for 
interviews conducted by the KPM consultant 
with senior management personnel in each 
company. 


These questions were not designed for self- 
completion. 


Kates, Peat, Marwick & Co. 


tal 


L2 


Ls: 


1.4 


AS) 


1.6 


7) 


#ies@2 


MARKETS, COMPETITION, #XPORTS 


How has your market changed in the last five years (more exports, 
less automotive etc.)? \What are the growth areas? The decline 
areas? 


How has competition changed in the last five years? What are your 
competitive advantages/disadvantages vis-a-vis other firms 
(particularly those whose ownership is foreign/Canadian in 
contrast to yours). : 


Are Canadian owned A.P. manufacturers too small to compete 
successfully with foreign owned firms? 


Do Canadian A.P. manufacturers need continued government pro- 
tection in order to survive competition from foreign controlled 
firms? 


Do subsidiaries of foreign controlled firms have exporting dis- 
advantages if the parent firm is also exporting (either directly 
or through international divisions)? 


What is needed (government aid, rationalization, etc.) to increase 
Canadian A.P. exports? 


What is the greatest barrier to exports of your company? 
Do you use government agencies for export promotion and advice? 
LOCAL AUTONOMY AND AUTHORITY 


Do you think local management of foreign controlled firms have 
little autonomy on décisions related to investment, labour 
management, local community affairs? 


What limits apply to your purchasing decisions ($. levels or 
sources)? What is the procedure with larger purchases? 


103 ° 


104. 


qe 
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PEERS) 


Soe 


What are your levels of authority regarding: 
(a) senior management 


(b) plant labour. 


What is your role in long-range planning? 


What is your authority on: 


- market strategy 

- product development 
- advertising decisions 

- expansion investment 


choice of advertising agency 
- productivity improvement 


choice of engineering consultants. 
INDUSTRY RATIONALIZATION 


The Gray Report published by the Government of Canada in 1972 
recommended a federal screening authority to examine and rule on 
some or all of the following types of foreign investment situations: 


(a) takeovers of Canadian firms by foreign interests 
(b) new direct investment by foreigners in Canada 


(c) licensing, franchising and long-term supply contracts 
with foreigners 


(d) expansion of existing foreign controlled firms in Canada 
(e) behaviour of Canadian-controlled multinational firms. 


Federal legislation is now being prepared regarding the first 
three items listed above. Do you agree or disagree that some 
sort of government review or control procedure is required? 


Should steps be taken to provide relatively more working capital 

to Canadian business men, such as government supported loans, allowing 
banks to take equity positions in Canadian enterprises, restricting 
the proportion of funds which Canadian banks can lend to foreign 
interests operating in Canada? 


es 


3.4 


3.2 


3.6 


4.2 
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To what extent do you think the Canadian A.P. industry should rely 
on government help in the form of an auto pact or tariff policy? 


Has the Auto Pact saved Canadian A.P. firms from gradual decline? 


Should the government introduce measures to prevent any more 
Canadian A.P. firms being taken over by foreign controlled firms? 


Do you have any plans to diversify out of automotive parts 
manufacture? 

What was the effect of the Auto Pact on your company: 

- sales - employment 


= eDrOrRLt - competitiveness, etc. 
COMMUNITY INVOLVEMENT 


How does your firm support local community activities? What is 
your policy? 


Do you think that Canadian controlled firms behave differently 
from those that are foreign controlled with respect to support of 
the local community? 


EMPLOYMENT 


Do you see differences in working conditions, pay, or salaries 
between foreign controlled and Canadian controlled firms? 


Are senior management positions in foreign controlled firms 
frequently filled by foreign nationals? 


Do ambitious Canadian managers in foreign controlled A.P. firms 
have to look to parent organizations outside of Canada in order 
to maximize their eareer potential? 
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Do foreign and Canadian controlled firms behave differently with 
regard to: 


- plant stoppages 
- unemployment issues 


- recruitment. 


RESEARCH AND DEVELOPMENT 


Do you actively engage in R & D? What kind of R & D? 


How much do you rely on your parent for corporate R & D? 


Is R & D too costly for Canadian A.P. firms? 


FINANCTAL 


Do U.S. auto manufacturers prefer to obtain parts from Canadian 
suppliers with U.S. parents who also supply? 


Do the corporate resources of U.S. controlled A.P. firms in Canada 
enable these firms to achieve higher manufacturing efficiency than 
comparable Canadian firms? 


Should Canadian owned A.P. manufacturers receive more help from 
the government in the form of investment grants for new machinery 
and equipment? 


It has been argued that corporate tax reductions should be granted 
to firms in proportion to their earnings from exports of manu- 
factured goods, with these reductions applying less strongly to 
firms with greater degrees of foreign ownership. 


Do you agree or disagree with some or all of this suggestion? 


ADVERTISING AND ENGINEERING 


(a) What was the total amount you spent on engineering consultants 
last year? 


Dia 
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(b) To what extent did you use engineering service pro- 
vided by your own staff? Staff of the parent company? 


NATIONALISTIC ATTITUDES 


The Gray Report says that foreign ownership in Canada probably leads 
to the distortion of industrial priorities, export restrictions, 
import propensities, lowering of research and product development 
and, in general, truncation of full economic and entrepreneurial 
activities by firms in this country. . 


Do you agree or not with this general conclusion or parts of it? 


Some people think that the pervasiveness of foreign-controlled 
companies in Canada is producing a "made in U.S.A." culture in 
Canada, in terms of television programs, advertising, publishing, 
educational material, the types of goods and services which are 
available, and the way in which social priorities are set and 
achieved. 


Do you agree or disagree with this general statement? 


Some people feel that all large compariies operating in Canada 

(say net worth of $250 million or more or annual profits of 

$10 millicn or more) should be required to become 51% or more 
owned by Canadian citizens, with this to take place, in accordance 
with suggested government legislation, over the next five to 

ten years. Coupled with this should be the provision, effective 
more immediately, that all senior executives and a majority of 

the Board of Directors of such firms must be Canadian citizens. 


Do you agree or disagree that this would be an appropriate 
government action to maintain Canadian economic and cultural 
sovereignty? 


Some people feel we should require foreign-owned firms in Canada to 
list their shares on Canadian exchanges and make available a large 
minority holding to Canadian investors in this way. It has also 
been suggested that shares of firms operating in Canada should not 
be listed on U.S. stock exchanges, in order to encourage relatively 
more investment in these companies by Canadians. 


Do you agree with either of these suggestions? 
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9.5 Should the government require, or provide incentives to encourage, 
purchase of Canadian materials, components and services, not only 
by government departments but also by large companies operating in 
Canada, in an effort to create and expand Canadian employment in 
high technology and related areas? 


Do you agree or disagree that the Canadian labour movement should 
conduct its affairs more independently than at present with regard 
to "parent" unions in the U.S.? 


CONFIDENTIAL 
FOREIGN OWNERSHIP STUDY 


STATISTICAL QUESTIONNAIRE 


This questionnaire consists of statistical or factual questions 
which are designed to assist the Select Committee's consultants (Kates, 
Peat, Marwick & Co.) to properly interpret the opinions of senior manage- 
ment regarding foreign ownership issues. 










THE INFORMATION REQUESTED WILL BE CONFIDENTIAL. 
IT WILL BE ARRANGED WITH THAT OF OTHER FIRMS 
AND THE FACT THAT YOUR FIRM WAS A SOURCE OF 
INFORMATION WILL NOT BE DISCLOSED TO THE 

COMMITTEE WITHOUT YOUR PRIOR APPROVAL 


Your co-operation in this study is appreciated. 


LEG 
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‘CONFIDENTIAL QUESTIONNAIRE 


AUTOMOTIVE PARTS INDUSTRY 





ha Please complete for your business for the last full year for which 
information is available: 
Year; 197 
Total Sales, all products S 
Total Sales, automotive parts $ 
PERCENTAGE OF TOTAL SALES $ 
Sales to Customers in: Total 
Canada U.S. Other Export Sales 
Automotive 
OEM 
Aftermarket 
Total 





Other Markets 





Total 





1968 
1969 
1970 
EO7E 
LO 2 


Please provide the same information as in question #1 for the pre- 
vious 4 years. 


Please give details of your total employment: 


TOTAL PERSONS EMPLOYED 
Canada(excl. Ontario) Ontario 
Automotive Automotive 
Parts Other Parts 








Ba ae 


4. Please list, with numbers employed, those manufacturing locations 
in Ontario which you have expanded or reduced in the last 5 years: 


EMPLOYMENT 
YEAR LOCATION CREATED/ (REDUCED) 


Expanded Plants 


Reduced Plants 


* Note: please indicate new plants (N) and plants which have 
been closed (C) 


5. Please show as a percentage of total sales revenue from automotive 
parts the amount of your expenditures on research and development 
in Canada. Only research and development expenditure (including 
engineering, design, development and testing) should be shown: 
Percentage of R & D 


Sales Revenue Expenditure on Expenditures Carried 
From Automotive Research and Out by Canadian Staff 
Parts > Development $ or Contractors 

1972 

DoT 

1970 

1969 

1968 


6. Please indicate your main competition by market by inserting as 
appropriate the words, "stronger", "strong", "not competitive", or 
"no effective competition", in the following table. 





















Canadian Foreign Controlled Foreign Controlled ] Captive 
Controlled Firms in Canada * Firms Outside * Plants 
Firms in iUmoe 

Canada Owned |Other U2 Se Other 





After Market 


* Excluding captive plants i.e. plants or companies 
which are subsidaries of your customers. 


ks} 


7. Of your total expenditures on new marketing and production equipment 
in each of the last 5 years please show the percentage which was of 
Canadian origin. 


MACHINERY AND PRODUCTION EQUIPMENT 


TOTAL CAPITAL CAPITAL EXPENDITURE 
YEAR EXPENDITURE ON EQUIPMENT OF CANADIAN ORIGIN hs 


8. Please indicate the extent to which your business (either OEM or AM) 
is dependent on a small number of customers by completing the fol- 
lowing table as appropriate. 


ORIGINAL EQUIPMENT MARKET 


DEM PRODUCT LINE PERCENTAGE OF SALES TO 1 CUSTOMER 





AFTER MARKET 











PERCENTAGE OF SALES TO 1 CUSTOMER 
Up to LEAS cO 217 Co UY Aah 6 
102% 20% 402% 60% 








an 


9. Approximately what percentage of your stock is owned outside of 
Canada? 


10. Of 1972 capital requirements what percentage was obtained from: 


Stock sold in Canada 





Canadian banks 

U.S. or other foreign banks 
Retained earnings 

Other (please specify) 


100% 
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